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RETIREE  HEALTH  BENEFITS:  THE  IMPACT  ON 
WORKERS  AND  BUSINESSES 


TUESDAY,  MARCH  2,  1993 

U.S.  Senate, 
Subcommittee  on  Labor, 
OF  THE  Committee  on  Labor  and  Human  Resources, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:03  a.m.,  in  room 
SD-430,  Dirksen  Senate  Office  Building,  Senator  Howard  M. 
Metzenbaum  (chairman  of  the  Subcommittee  on  Labor)  and  Sen- 
ator Donald  W.  Riegle,  Jr.  (chairman  of  the  Subcommittee  on 
Health  for  Families  and  the  Uninsured),  presiding. 

Present:  Senators  Kennedy,  Metzenbaum,  Wellstone,  WofFord, 
Jeffords,  Hatch,  and  Riegle. 

Opening  Statement  of  Senator  Metzenbaum 

Senator  Metzenbaum.  Good  morning.  I  am  pleased  to  hold  this 
hearing  on  retiree  health  benefits  today  in  conjunction  with  Sen- 
ator Riegle,  who  chairs  a  subcommittee  of  the  Finance  Committee 
that  deals  with  somewhat  similar  issues.  I  hope  our  mutual  inter- 
est in  this  issue  will  send  a  strong  signal  about  its  importance.  And 
the  fact  that  we  have  our  colleague  Senator  Hatch  with  us  so  early 
in  the  morning  indicates  that  he  too  recognizes  the  significance  of 
the  problem,  and  we  are  happy  to  welcome  him. 

Over  the  past  several  months,  dozens  of  companies  have  an- 
nounced plans  to  reduce  or  terminate  retiree  health  benefits.  The 
list  reads  like  a  Who's  Who  of  corporate  America,  including  Gen- 
eral Motors,  Dupont,  McDonnell  Douglas,  Unisys,  and  Primerica. 

According  to  a  recent  consulting  firm  study  by  A.  Foster  Higgins, 
two-thirds  of  the  companies  plan  to  reduce  retiree  health  benefits 
or  shift  more  of  the  cost  onto  retirees.  And  6  percent  have  or  plan 
to  terminate  retiree  health  benefits  entirely. 

Years  ago,  companies  believed  they  had  an  obligation  to  their 
workers.  Workers  had  given  20,  30,  and  40  years  of  their  lives  to 
their  companies,  and  in  return  the  companies  promised  to  take 
care  of  them  upon  retirement  with  respect  to  their  health  care 
needs. 

The  Bureau  of  Labor  Statistics  estimates  that  40  percent  of  all 
businesses  and  70  to  95  percent  of  large  businesses  have  promised 
lifetime  health  benefits  to  their  workers.  Currently,  5  million  retir- 
ees are  receiving  benefits.  An  additional  60  million  workers  have 
been  promised  lifetime  benefits  when  they  retire. 

But  how  secure  are  those  promises? 

(1) 


Today  we  will  hear  retirees,  whose  benefits  were  cut  with  only 
a  few  months'  notice,  tell  how  shaky  a  promise  it  is.  How  can  these 
thousands  of  elderly  and  often  sick  individuals  be  expected  to  find 
affordable  insurance — either  overnight  or  at  all?  Everyone  knows 
that  it  is  next  to  impossible  to  get  insurance  once  you  are  older  or 
sick. 

In  1986,  when  the  LTV  Corp.  filed  for  bankruptcy  and  tried  to 
cut  off  its  retiree  benefits,  I  led  the  fight  in  Congress  to  protect  the 
retirees'  benefits.  And  I  am  pleasea  to  say  that  Senator  Strom 
Thurmond  was  extremely  helpful  in  the  effort,  but  it  took  four 
pieces  of  stopgap  legislation  before  Congress  could  come  up  with  a 
permanent  solution.  We  had  cooperation  on  both  sides  of  the  aisle 
and  we  finally  changed  the  law  to  protect  retirees  in  bankruptcy 
cases.  There  is  no  reason  that  retirees  from  healthy  companies 
should  not  have  the  same  protection. 

Why  are  some  companies  terminating  their  health  plans?  Well, 
some  claim  the  new  accounting  rules  are  to  blame.  The  Financial 
Accounting  Standards  Board,  a  private  accounting  board,  is  requir- 
ing companies  to  report  retiree  health  liabilities  on  their  books  be- 
ginning this  year.  I  find  no  fault  with  their  coming  to  that  conclu- 
sion. Companies  have  the  right  under  the  FASB  to  choose  either 
to  report  the  liabilities  immediately  or  over  20  years. 

But  some  companies  are  using  the  rule  as  an  excuse  to  cut  off 
benefits.  These  companies  care  more  about  protecting  their  stock 
prices  and  the  stock  options  of  their  executives  than  fulfilling  their 
promises  to  the  retirees. 

How  is  it  possible  that  companies  are  able  to  escape  their  health 
benefit  promises?  Well,  in  part  because  we  do  not  have  a  national 
health  insurance  system.  The  only  Federal  law  that  we  do  have  is 
the  Employee  Retirement  Income  Security  Act,  known  as  ERISA. 
But  ERISA  is  primarily  intended  to  set  standards  for  pension  bene- 
fits, not  health  benefit  promises. 

Several  courts  have  held  that  because  ERISA  does  not  set  stand- 
ards for  health  benefits,  employers  are  free  to  do  whatever  they 
want.  Despite  years  of  promises,  employers  can  put  clauses  in  their 
health  plans  literally  overnight,  breaking  original  promises  and  re- 
serving the  right  to  terminate  benefits. 

Let  me  give  you  one  example.  McDonnell  Douglas,  despite  re- 
peated oral  and  written  assurances  that  they  would  provide  life- 
time benefits,  on  page  147,  the  next  to  the  last  page  of  their  health 
Elan  summary,  they  added  in  a  clause  reserving  the  right  to  reduce 
enefits. 

The  case  of  McDonnell  Douglas  is  outrageous  for  many  reasons. 
Here  is  a  major  Federal  Government  contractor  abandoning  its  re- 
tirees. It  was  getting  money  from  the  government,  figuring  in  the 
cost  of  the  retirees'  health  benefits  in  computing  the  costs  that  they 
were  charging  the  government,  and  now  they  are  reneging  on  their 
obligation  to  the  retirees. 

Over  half  the  company's  business  comes  from  the  Federal  Gov- 
ernment. Now,  I  know  the  defense  industry  is  going  through  a 
major  downsizing.  But  is  the  answer  to  cut  off  your  retirees,  the 
people  who  built  the  company?  McDonnell  Douglas  has  no  trouble 
paying  its  CEO  $1  million  a  year  and  providing  him  with  addi- 
tional benefits  including  stock  options. 


Even  worse,  McDonnell  Douglas  is  using  the  surplus  in  the  work- 
ers' pension  fund  to  pay  off  the  company's  health  benefit  obliga- 
tions. McDonnell  Douglas  is  using  moneys  that  should  have  gone 
toward  cost-of-living  adjustments  and  instead  has  forced  the  retir- 
ees to  use  the  money  to  keep  their  health  benefits  in  existence  a 

few  years  longer.  ,     *        •        n 

Another  company,  Primerica,  which  was  formerly  American  Can, 
made  $500  million  last  year.  They  are  cutting  off  the  retirees' 
health  care  benefits  that  cost  them  about  $9  million  a  year.  But  the 
facts  are  that  they  paid  their  chief  executive  in  salary  and  stock 
options  in  excess  of  $9  milHon  last  year. 

When  looking  at  cases  like  McDonnell  Douglas,  Pnmerica  and 
other  companies,  it  is  important  to  keep  in  mind  that  most  compa- 
nies are  not  turning  their  backs  on  their  retirees  despite  rising 
health  care  costs.  Most  companies  are  taking  the  one-time  book- 
keeping loss  without  any  effect  on  their  stock  prices.  But  the  bad 
apples  are  making  it  harder  on  the  companies  that  are  trying  to 
fulfill  their  promises.  Their  stockholders  look  at  cases  like  McDon- 
nell Douglas,  Primerica,  and  others  and  ask,  "Why  can't  you  do 

that,  too?^'  ^        .       ,  ^     ,  ^ 

This  issue  must  be  addressed  as  part  of  national  health  care  re- 
form. As  President  Clinton  has  recognized,  health  care  reform  is 
the  most  pressing  issue  facing  our  country.  Retirees'  health  bene- 
fits must  be  protected  as  part  of  any  reform  effort.  Both  govern- 
ment and  business  must  fulfill  the  promises  that  have  been  made 
to  the  working  and  retired  citizens  of  this  country. 

I  look  forward  to  the  testimony  of  the  cochair  of  this  hearing. 
Senator  Riegle,  and  then  we'll  hear  from  Senator  Hatch. 
Senator  Riegle. 

Opening  Statement  of  Senator  Riegle 

Senator  Riegle.  Thank  you  very  much.  Senator  Metzenbaum.  I 
appreciate  the  opportunity  to  chair  this  hearing  with  you,  and  I 
also  want  to  thank  Senator  Hatch  for  allowing  me  to  make  my 
statement  at  this  time. 

This  is  a  critical  issue  facing  the  country,  as  the  testimony  will 
lay  out  today,  and  we  have  three  important  witnesses  to  start  and 
then  other  very  important  witnesses  to  follow. 

All  of  the  analysis  shows  that  the  high  cost  of  retiree  health  care 
benefits  is  having  a  devastating  impact  on  retirees  and  upon  busi- 
nesses in  this  country.  And  it  is  important  that  the  two  committees 
of  jurisdiction  work  together  to  solve  this  problem,  which  may  in- 
volve changes  to  ERISA,  which  stands  for  the  "Employee  Retire- 
ment Income  Security  Act  of  1974,"  and  also  possible  other  changes 
that  may  be  needed  in  the  Tax  Code  that  falls  within  the  jurisdic- 
tion of  the  Finance  Committee. 

But  all  too  often,  we  are  reading  or  hearing  about  retirees  who 
have  just  lost  their  benefits  or  about  a  company  that  has  cut  its 
retiree  health  coverage  benefits,  as  Senator  Metzenbaum  has  just 
outlined.  In  Michigan,  I  continue  to  hear  from  hundreds  of  retirees 
who  have  had  benefits  cut  or  very  substantially  reduced.  Joseph 
Kraus  is  one,  of  Roseville,  MI,  who  recently  wrote  me  about  his  sit- 
uation. He  said,  and  I  quote:  'The  promise  of  free  health  insurance 
to  the  Unisys  retirees  is  on  the  verge  of  becoming  history."  He  goes 


on  to  say:  "The  loss  of  my  medical  benefits  will  force  the  need  to 
make  choices.  There  are  some  who  may  even  have  to  choose  be- 
tween food  or  prescriptions." 

Many  retirees  are  joining  the  ranks  of  the  uninsured  across  the 
country,  and  the  loss  of  insurance  coverage  for  retirees  is  another 
sign  that  our  Nation's  health  care  system  just  has  to  be  reformed, 
and  it  needs  to  be  done  now. 

Senator  Metzenbaum  has  given  important  leadership  in  this  area 
and  has  discussed  the  problem  with  some  businesses  that  have  de- 
cided to  break  their  promises  and  have  taken  the  path  of  imme- 
diately cutting  retiree  benefits.  But  the  majority  of  businesses  still 
struggle  to  keep  their  retiree  benefits  in  place  in  the  face  of  rising 
health  care  costs,  and  we  should  acknowledge  and  applaud  them 
for  doing  so.  But  they  also,  I  think,  need  help,  and  we  hope  to  get 
to  that  issue  today,  because  certainly,  skyrocketing  health  care 
costs  are  a  back-breaking  burden  on  some  businesses,  and  they 
have  affected  our  ability  to  compete  domestically  and  internation- 
ally. 

The  central  problem  is  that  we  do  not  have  a  level  playing  field 
for  many  U.S.  businesses  who,  unlike  foreign  competitors,  do  have 
to  face  these  high  and  growing  retiree  health  care  costs.  And  this 
is  particularly  a  problem  in  sectors  of  the  economy  where  workers 
retire  several  years  prior  to  their  being  eligible  for  Medicare  cov- 
erage. 

High  retiree  health  care  costs  are  a  major  destabilizing  factor  in 
certain  key  manufacturing  industries  in  our  country,  including 
autos  and  auto  parts,  heavy  trucks,  steel,  telecommunications,  and 
agricultural  implements,  as  Owen  Bieber,  Lynn  Williams,  and  oth- 
ers will  refer  to  later  this  morning. 

In  the  auto  industry  alone,  there  is  now  a  $600  per  vehicle  cost 
differential  between  the  Japanese  transplant  firms  here  in  America 
and  the  Big  Three  domestic  manufacturers,  due  solely  to  health 
care  costs.  And  retiree  health  care  costs  are  a  significant  part  of 
this  competitive  disadvantage,  accounting  for  an  estimated  $350 
per  vehicle  or  about  one-third  of  the  total  health  care  cost  per  car. 

If  I  could  just  refer  everyone  to  this  chart  over  here,  if  you  com- 
pare the  cost  of  health  care  in  the  system  that  we  now  have  as  it 
rolls  on  through  to  a  vehicle  that  is  produced  in  an  American  auto- 
mobile company,  you  see  on  the  left-hand  side  of  that  chart  the 
health  care  cost  per  vehicle  is  now  over  $1,000  And  you  can  see 
in  the  blue  area  up  at  the  top,  the  health  care  cost  to  cover  the  ac- 
tive employees  who  are  out,  making  the  cars  today  is  about  $703 — 
this  is  as  of  1990,  the  latest  year  for  which  we  have  data;  it  is  actu- 
ally higher  now.  And  the  part  down  below,  in  the  turquoise  area, 
is  the  $383  that  represents  just  retired  employee  cost  that  goes  into 
the  cost  of  every  vehicle.  But  you  can  see  where  that  total  comes 
from.  If  vou  compare  that  to  a  car  coming  in  from  Japsin,  built  in 
Japan,  their  health  care  costs  are  roughly  half,  $550  per  car,  and 
the  Japanese  transplants,  the  newer  factories  in  this  country  with 
a  younger  work  force  and  lower  health  care  costs,  even  less,  $475. 

So  you  can  see  the  enormous  penalty  and  differential  that  is 
being  carried  by  domestic  manufacturers,  and  that  makes  it  obvi- 
ously more  difficult  for  us  to  have  a  robust  domestic  industry  and 
a  higher  job  base,  which  clearly  we  need. 


Companies  that  volunteer  to  provide  coverage  to  retirees  are  in 
fact  relieving  the  burden  on  the  private  sector  because  of  all  the 
cost-shifting  that  goes  on  in  health  care  services,  and  that  is  in 
many  cases  making  it  difficult  for  some  companies  to  continue  to 
offer  benefits. 

Reducing  their  health  care  costs  in  this  area  would  increase  their 
competitiveness  and  help  to  revitalize  the  manufacturing  sector. 
But  if  that  is  done  in  an  arbitrary  fashion  where  people  are  just 
cut  off  and  left  out  there  without  health  insurance,  clearly,  I  think 
that  breaks  faith  and  trust  with  a  work  force  that  has  helped  build 
these  companies,  and  I  just  think  it  is  plain  wrong. 

I  would  just  add  two  other  things.  The  cost-shifting  issue  right 
now  means  that  so  much  of  the  cost  of  uncompensated  care  in  our 
system  that  is  piling  up  in  our  hospitals  and  in  other  areas  is  mak- 
ing its  way  around  and  landing  on  those  people  who  do  have  health 
insurance,  both  individuals  and  companies,  and  driving  those  rates 
ever  higher.  So  we  have  got  to  have  national  health  care  reform, 
and  we  have  got  to  enact  it  this  year. 

And  I  am  very  appreciative  of  the  leadership  and  the  commit- 
ment that  President  Clinton  and  his  wife,  Hillary  Rodham  Clinton, 
have  given  to  the  issue  of  bringing  this  forward  and  to  have  a  plan 
ready  to  go  within  100  days  of  the  inauguration. 

I  have  been  meeting  in  those  sessions  with  them  from  time  to 
time.  I  know  they  are  focused  on  this  issue.  I  know  they  have  a 
great  concern  about  the  loss  of  coverage  for  our  retirees  and  envi- 
sion developing  a  plan  where  that  problem  can  be  solved  in  a  way 
that  will  also  nelp  our  manufacturing  firms  maintain  their  com- 
petitiveness and  the  job  base  which  we  need  for  our  workers  today 
and  in  the  future. 

I  want  to  say  that  as  we  get  to  our  witnesses  just  a  little  bit 
later,  I  will  comment  on  some  of  them  that  are  here.  We  have  very 
distinguished  panels  today. 

Thank  you.  Senator  Metzenbaum. 

Senator  Metzenbaum.  Thank  you  very  much.  Senator  Riegle. 

Senator  Hatch. 

Opening  Statement  of  Senator  Hatch 

Senator  Hatch.  Thank  you,  Senator  Metzenbaum,  Mr.  Chair- 
man. 

Welcome  to  all  of  our  witnesses.  I  am  pleased  to  have  you  here 
today  and  look  forward  to  hearing  your  testimony  on  this  impor- 
tant issue  of  retiree  health  benefits. 

I  must  apologize  for  the  fact  that  I  will  not  be  able  to  stav 
throughout  the  entire  hearing  due  to  prior  commitments.  I  will 
stay  as  long  as  I  can  and  I  promise  you  I  will  review  the  transcript 
of  this  hearing  thoroughly. 

Today's  hearing  is  important  owing  to  the  fact  that  thousands  of 
Americans  stand  to  be  affected  by  reductions  in  retiree  health  ben- 
efits. Yet  achieving  consensus  on  this  matter  will  not  be  an  easy 
task,  and  we  will  benefit  from  the  input  of  both  employees  and  em- 
ployers. 

In  the  face  of  rapidly  rising  medical  coverage  costs,  shrinking 
profits,  and  the  Financial  Accounting  Standards  Board,  FASB,  rul- 


ings,  we  have  all  heard  reports  that  many  corporations  are  phasing 
out  company  payment  of  retiree  health  insurance  premiums. 

I  would  like  to  note  that  there  is  a  great  deal  of  confusion  in  re- 
gard to  the  FASB  rulings.  I  have  received  correspondence  from  con- 
stituents who  are  under  the  impression  that  FASB  is  a  Federal 
agency.  I  would  like  to  clarify  that  FASB  is  not  a  Federal  agency, 
but  rather  a  private  organization  which  establishes  professional 
standards  for  certified  public  accountants.  I  believe  that  this  mis- 
conception may  be  responsible  for  some  of  the  confusion  surround- 
ing the  issue. 

This  is  an  important  set  of  issues,  and  I  think  it  is  important 
that  we  have  this  hearing.  So  again,  I  join  in  thanking  our  wit- 
nesses for  being  here  today,  and  1  thank  the  chairman  tor  holding 
this  hearing,  and  I  look  forward  to  all  of  your  comments,  views  and 
opinions  regarding  this  matter. 

Mr.  Chairman,  I  would  ask  that  a  statement  by  our  ranking 
member,  Nancy  Landon  Kassebaum,  be  placed  in  the  record  at  this 
point. 

Senator  Metzenbaum.  Without  objection,  it  will  be  included  in 

the  record. 

Senator  Hatch.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Senator  Kassebaum  follows:] 

Prepared  Statement  of  Senator  Kassebaum 

Mr.  Chairman,  I  am  very  pleased  you  have  decided  to  hold  a 
hearing  on  retiree  health  care  benefits.  This  is  an  issue  that  has 
been  subject  to  a  great  deal  of  confusion.  I  hope  this  hearing  will 
clarify  some  misconceptions. 

After  several  years  of  debate,  the  Financial  Accounting  Stand- 
ards Board  (FASB)  announced  that,  beginning  this  year,  major  cor- 
porations must  report  projected  long-term  retiree  health  care  ex- 
penses as  a  long-term  corporate  debt. 

This  accounting  change  has  dramatically  and  adversely  affected 
the  financial  statements  of  many  corporations.  General  Motors  an- 
nounced the  accounting  change  resulted  in  a  one-time  loss  of  $21 
billion;  AT&T  announced  an  accounting  loss  of  a  proportionate 
magnitude. 

Corporations  are  responding  to  the  new  accounting  rule  by  reduc- 
ing retiree  health  care  expenses.  The  reductions  include  reducing 
benefits  and  increasing  retiree  premiums  and  deductibles. 

Many  people  wrongly  assume  that  the  organization  which  adopt- 
ed the  new  standard  is  a  government  agency.  The  Financial  Ac- 
counting Standards  Board  (FASB)  is  the  private  organization 
which  establishes  professional  standards  for  certified  pubhc  ac- 
countants. 

The  FASB  decision  requires  certified  accountants  to  include  the 
projected  cost  of  a  company's  retiree  health  care  in  its  financial 
statements  as  a  long-term  debt.  Some  companies — ^particularly 
those  in  mature  industries — are  realizing  that  projected  retiree 
health  obligations  exceed  most  of  their  projected  earnings  and  cap- 
ital. 

Currently,  there  are  several  pending  lawsuits  as  to  whether  a 
company  can  change  its  retiree  health  plan  benefits.  The  courts  ap- 
pear to  be  permitting  benefit  reductions  if  the  employer  explicitly 


reserved  the  right  to  change  the  plan.  Some  corporations,  however, 
either  did  not  expHcitly  reserve  the  right  to  change  the  plan  or  ^- 
firmatively  stated  to  employees  that  they  would  never  reduce  their 
retiree  health  benefits.  Courts  are  sympathetic  to  retirees  in  such 

situations. 

In  short,  the  issue  of  whether  a  corporation  can  reduce  retiree 
health  care  benefits  depends  on  whether  the  employer  reserved  the 
right  to  change  the  retiree  health  care  plan  or  made  affirmative 
representations  to  its  work  force  that  its  retiree  health  care  bene- 
fits would  never  be  changed.  Such  questions  of  fact  are  now  before 

the  courts.  i      i      j  i  • 

I  believe  this  hearing  will  dramatically  focus  on  the  hardships 
imposed  on  retirees  when  their  health  care  benefits  are  reduced.  At 
this  point  in  their  lives  it  is  very  difficult  for  retirees  to  make  fi- 
nancial adjustments  to  compensate  for  the  loss  of  benefits.  Along 
with  the  financial  burden  of  having  their  health  care  benefits  re- 
duced, there  is  undoubtedly  much  confusion  and  anxiety  as  retirees 
struggle  with  the  uncertainty  of  what  level  of  health  care  they  can 
anticipate  and  afford. 

Legislation  in  this  area,  however,  is  not  something  that  can  be 
taken  lightly.  I  am  concerned  and  disappointed  about  a  recent  Wall 
Street  Journal  article  stating  that  a  major  Chicago  law  firm  is  tell- 
ing its  clients  to  expect  Congress  to  pass  legislation  preventing 
them  from  reducing  retiree  health  care  benefits.  According  to  the 
article,  the  Chicago  law  firm  is  counseling  clients  to  reduce  retiree 
health  care  benefits  before  Congress  acts. 

Such  advice  results  in  companies  taking  action  they  would  not 
normally  take,  which  in  turn,  invites  congressional  action  that 
would  not  otherwise  be  taken.  Such  advice  thus  becomes  a  self-ful- 
filHng  prophecy.  Advising  companies  to  reduce  retiree  benefits 
merely  because  a  hearing  has  been  scheduled  is  premature  and 
rather  draconian.  If  difficult  issues,  like  maintaining  retiree  health 
care,  are  going  to  be  addressed  in  a  meaningful  manner,  then  retir- 
ees, employees,  management,  and  shareholders  must  work  together 
in  a  spirit  of  cooperation  and  mutual  trust. 

Clearly,  there  are  some  companies  that  must  address  the  sky- 
rocketing cost  of  the  retiree  health  care  plans  if  they  are  going  to 
survive.  It  is  certainly  not  in  the  retiree's  interest  to  bankrupt  the 
company  by  not  being  flexible  in  negotiations  to  control  health  care 
costs.  At  the  same  time,  it  is  not  fair  to  retirees  for  companies  to 
eliminate  their  health  care  plans  for  the  mere  purpose  of  eliminat- 
ing a  long-term  corporate  debt  that  may  be  holding  down  earnings. 

Perhaps  the  best  and  ultimate  solution  will  be  if  we  can  pass 
meaningful  health  care  reform  to  ensure  that  retirees  have  access 
to  affordable  health  care  coverage.  We  must  address  health  care 
costs  if  our  corporations  are  going  to  continue  to  be  competitive  and 
able  to  provide  meaningful  benefits  to  their  employees. 

Senator  Metzenbaum.  I  am  going  to  vary  the  procedure  just  a 
little  bit  and  call  upon  Senator  Jeffords,  although  in  order  it  would 
be  appropriate  to  call  upon  Senator  Wellstone,  but  since  Senator 
Wellstone  is  not  only  going  to  make  an  opening  statement  but  in- 
troduce a  constituent  of  his,  if  you  don't  mind 

Senator  Wellstone.  Absolutely. 

Senator  Metzenbaum.  Senator  Jeffords. 
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Opening  Statement  of  Senator  Jeffords 

Senator  Jeffords.  Thank  you,  Mr.  Chairman.  I'll  be  very  brief. 

I  am  very  pleased  at  the  witnesses  that  are  being  called  today 
on  the  important  question  of  retirement  and  health.  I  am  working 
on  a  plan  which  is  quite  different  from  others,  because  I  think  it 
is  time  that  we  just  stood  back  and  took  a  look  at  how  we  do  things 
and  see  whether  there  are  better  ways  to  do  it. 

Thus,  my  main  interest  would  be  in  trying  to  define  from  you  all, 
which  is  not  too  difficult  a  question,  if  the  cost  of  health  benefit  in 
retirement  were  restricted  to  6  percent  of  retirement  income,  what 
would  that  do  to  your  projections  and  whether  or  not  that  would 
be  helpful  to  you  in  being  able  to  fund  and  to  pay  those  benefits. 

Thank  you,  Mr.  Chairman. 

Senator  Metzenbaum,  Thank  you  very  much. 

At  this  point,  I  am  going  to  include  in  the  record  a  statement  by 
Senator  David  Pryor,  Chairman  of  the  Special  Committee  on 
Aging. 

[The  prepared  statement  of  Senator  Pryor  follows:] 

Prepared  Statement  of  Senator  Pryor,  a  U.S.  Senator  from  the  State  of 

Arkansas 

Mr.  President,  I  commend  the  Chairman  of  the  Subcommittee  on  Labor,  Senator 
Metzenbaum,  for  calling  this  timely  hearing  on  a  topic  of  great  importance  to  a 
growing  number  of  older  Americans.  Congress  needs  to  explore  why  dozens  of  large 
corporations  are  abandoning  their  longstanding  commitments  to  provide  health  care 
coverage  for  the  lifetime  of  their  retirees.  The  Senate  Special  Committee  on  Aging, 
which  1  chair,  is  now  conducting  an  investigation  into  this  issue,  which  is  before 
your  subcommittee  today. 

A  focus  of  the  Aging  Committee  investigation  is  into  the  obligations  of  defense 
contractors  such  as  McDonnell  Douglas  Corp.  (MDC).  In  the  case  of  MDC,  for  exam- 
ple, the  Department  of  Defense  has  been  making  payments  for  decades  to  MDC  for 
retiree  health  benefits  which  MDC  has  now  decided  it  will  no  longer  provide. 

MDC  apparently  believes  it  can  charge  the  taxpayer  for  employee  oenefits  it  then 
refuses  to  pay  out.  Under  Federal  rules,  MDC  may  be  obligated  to  repay  the  govern- 
ment. This  is  an  abuse  of  taxpayer  funds,  and  I've  requested  a  review  by  the  Inspec- 
tor General  of  the  Department  of  Defense.  FU  work  to  see  that  the  government  is 
paid  back  for  every  cent  it  gave  MDC  for  benefits  that  were  terminated. 

Adding  insult  to  injury,  Mr.  Chairman,  the  chief  financial  officer  for  MDC  was 
quoted  recently  in  the  Washin^n  Post  as  justifying  its  move  to  cut  off  retirees  by 
arguing  that  the  Clinton  Administration  will  take  care  of  them.  I  ask  unanimous 
consent  that  the  article  be  made  part  of  the  record.  It  is  attitudes  such  as  these 
that  will  make  it  difTicult  to  achieve  comprehensive  health  care  reform,  when  major 
players  prefer  cost-shifling  rather  than  taking  responsibility.  I  expect  this  hearing 
today  will  explore  methods  by  which  the  government  can  accomplish  the  opposite 
goal  from  what  MDC  seeks:  we  must  find  ways  to  ensure  that  companies  keep  their 
promises  to  retirees. 

Again,  Mr.  Chairman,  I  commend  you  for  holding  this  hearing.  I  look  forward  to 
working  with  you  to  devise  solutions  to  this  problem,  and  to  enact  legislative  solu- 
tions if  they  are  needed  to  prevent  cost  shifting  and  to  ensure  that  the  government 
is  reimbursed  for  retiree  health  care  promises  that  are  broken. 

Senator  Metzenbaum.  Senator  Wellstone. 

Opening  Statement  of  Senator  Wellstone 

Senator  Wellstone.  Thank  you,  Mr.  Chairman.  I'll  be  very  brief 
because  I  think  we  want  to  hear  from  the  panelists. 

I'd  like  to  thank  each  and  every  one  of  you  for  being  here,  and 
I'd  like  to  express  my  appreciation  to  Herman  Fasching  from  Min- 
nesota for  being  here  today. 


When  we  discuss  policy  here  in  Washington,  sometimes  we  don't 
translate  the  statistics  and  the  numbers  and  the  charts  into  human 
terms.  I  think  each  and  every  one  of  you  has  a  lot  of  courage  to 
come  here  and  to  essentially  lay  bare  your  own  personal  lives  and 
what  you  are  dealing  with,  and  I  think  the  reason  that  you  have 
come  here  is  because  you  believe — and  you  have  every  right  to  be- 
lieve so — that  your  testimony  will  lead  to  some  major  changes  in 
the  United  States  of  America  when  it  comes  to  health  care  cov- 
erage, and  because  you  believe  that  people  who  work  hard  all  their 
lives  and  are  given  the  absolute  assurance — it  is  a  matter  of  con- 
tract^-that  they  will  continue  to  have  health  care  coverage,  like  at 
Unisys,  should  not  just  literally  have  that  contract  torn  out  from 
under  their  own  eyes.  . 

It  is  absolutely  an  outrage  that  people,  Mr.  Chairman,  with  their 
sweat  and  their  tears,  who  have  worked  hard  and  contributed  to 
companies  and  contributed  to  our  country,  just  at  the  time  when 
they  need  the  coverage  most,  should  be  faced  with  this  situation. 

It  is  a  moral  outrage.  And  I'm  not  trying  to  showboat,  I  honest 
to  God  am  not.  But  there  is  a  point  in  time  when  we  can  express 
moral  outrage  in  the  U.S.  Senate. 

I  appreciate,  Mr.  Fasching,  your  being  here.  I  know  your  own  sit- 
uation from  work  that  we  have  done  with  you,  Mark  Anderson  and 
others  in  our  office.  I  don't  know  how  you  are  going  to  deal  with 
a  health  care  premium — first,  you  thought  you  had  coverage;  then 
we're  talking  about  up  to  what,  $8,280  by  199&— it's  just  simply  im- 
possible. 

So  Mr.  Chairman,  Senator  Metzenbaum  and  Senator  Riegle,  I 
would  thank  you  all  for  your  leadership  on  this  issue,  and  I  would 
say  the  sooner  we  pass  universal  health  care  coverage  in  this  coun- 
try—Senator Metzenbaum,  you  are  joining  me  tomorrow  in  intro- 
ducing one  of  those  bills — ^the  better  off  we're  going  to  be. 

I  am  pleased  you  all  are  here.  I  look  forward  to  hearing  what  you 
have  to  say,  and  I  literally  pray  that  we  will  be  able  to  make  a  dif- 
ference here  in  the  United  States  Congress,  for  you  and  for  many, 
many  other  Americans. 

Thank  you,  Mr.  Chairman. 

Senator  Metzenbaum.  Thank  you,  Senator  Wellstone. 

Mr.  Fasching,  we  are  happy  to  have  you  with  us. 

Let  me  explain  to  all  of  the  witnesses  today  that  this  committee 
has  a  5-minute  rule.  What  will  happen  is  the  green  light  will  go 
on;  after  you  have  testified  for  4  minutes,  the  yellow  light  will  go 
on;  after  vou  have  testified  for  five  minutes,  the  red  light  will  go 
on;  and  if  you  go  beyond  that,  the  guillotine  comes  down  and  cuts 
you  off. 

Please  proceed,  Mr.  Fasching. 

statements  of  herman  fascfflng,  minneapolis,  mn;  and 
kazimer  j.  "casey^  patelski,  costa  mesa,  ca,  accom- 
panied by  ted  abrahams,  fellow  retiree  from 
McDonnell  douglas 

Mr.  Fasching.  Mr.  Chairman  and  honorable  members  of  the 
committee,  my  name  is  Herman  Fasching,  and  I  am  59  years  old. 
I  live  at  2705  Emerson  Avenue  South,  Minneapolis,  MN. 
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I  retired  from  Unisys  Corp.  as  a  33-year  employee.  Unisys  is 
breaking  their  medical  benefit  contract  with  me  and  thousands  of 
other  retirees  throughout  the  United  States  after  offering  us  spe- 
cific retirement  incentives  to  retire  early.  We  gave  up  future  peak 
earnings,  increased  pensions,  further  contributions  to  my  401(k) 
plans,  and  increased  Social  Security  benefits  to  accept  their  prom- 
ises. 

I  retired  in  1988  at  age  55  upon  accepting  a  special  voluntary 
layoff  program  offer  that  was  to  be  followed  by  retirement  with  spe- 
cific retirement  benefits.  This  offer  included  incentive  pay,  health, 
and  life  insurance  benefits  in  effect  at  that  time  for  retired  employ- 
ees. The  offer  guaranteed  the  benefits  to  me  for  life  with  no  exclu- 
sions if  I  accepted,  and  I  accepted  the  offer  primarily  for  the  health 
insurance  benefits.  Both  my  wife  and  I  have  had  very  serious  medi- 
cal conditions — cancer  and  chronic  asthma. 

The  health  insurance  benefit  provided  continued  coverage  for  my 
life  at  no  cost,  and  for  my  wife  for  life  at  a  fixed  cost  of  $27  per 
year.  During  retirement,  my  annual  deductible  was  fixed  at  $300, 
and  my  annual  out-of-pocket  maximum  was  fixed  to  an  amount  of 
$750.  For  covered  services,  I  paid  a  copayment  cost  of  15  percent 
after  meeting  my  annual  deductible. 

I  was  notified  by  mail  around  November  15,  1992  that  Unisys 
was  providing  me  with  a  new  medical  plan  effective  January  1, 
1993.  The  mailing  stated  that  I  had  only  until  November  25,  1992 
to  enroll  or  become  uninsured.  I  therefore  had  no  choice  but  to  en- 
roll in  the  new  plan  or  lose  my  medical  insurance. 

My  enrollment  under  the  new  plan  was  clearly  made  under  du- 
ress in  that  my  failure  to  enroll  by  November  25,  1992  would  have 
caused  my  current  company-provided  health  insurance  coverage  to 
terminate  and  would  have  resulted  in  a  forfeiture  of  my  ability  to 
obtain  health  insurance  coverage  through  another  carrier  because 
of  my  serious  medical  conditions. 

Under  the  company's  new  insurance  plan,  I  now  pay  premiums 
for  my  wife  and  me  of  $600  in  1993,  projected  premiums  of  $2,400 
in  1994,  and  $5,520  in  1995.  In  1996  and  thereafter,  the  company 
will  no  longer  contribute  to  our  health  care.  In  using  the  company's 
cost  projection  figures  for  1996,  it  will  then  cost  at  least  $8,280  a 
year  in  1996  through  1999,  when  I  will  become  eligible  for  Medi- 
care. 

My  wife  is  not  eligible  for  Medicare  until  the  year  2005. 

Besides  these  outrageous  premiums  under  the  new  plan,  we  are 
also  subject  to  a  higher  yearly  deductible  of  $500,  higher  out-of- 
pocket  maximum  of  $2,000 — unlimited  if  not  a  preferredf  provider — 
a  higher  copayment  cost  of  20  percent  for  covered  services  if  a  pre- 
ferred provider,  and  40  percent  if  not  a  preferred  provider,  besides 
a  flat  fee  of  $10  for  each  office  visit  to  a  doctor. 

I  assumed  in  1988  when  I  retired  that  the  company  would  honor 
the  benefits  promised  me.  To  accept  the  offer,  I  gave  up  future 
peak  earnings,  further  contributions  to  my  retirement  plans,  in- 
creased Social  Security  benefits,  and  took  a  28  percent  reduction  in 
my  pension. 

Unisys  should  not  be  allowed  to  do  this  afler  employees  have 
given  their  entire  Hves  in  faithful  service  and  retired  relying  on 
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their  promises.  Myself  and  other  retirees  cannot  afford  these  costs 
for  health  care. 

I  respectfully  ask  Congress  to  take  legislative  action  to  amend 
the  law  to  protect  promised  health  and  welfare  benefits.  If  the  com- 
pany is  successful  in  taking  away  my  benefits,  it  will  cause  me  a 
financial  hardship.  I  am  speaking  to  you  today  not  only  for  myself, 
but  for  thousands  of  other  Unisys  retirees. 

Mr.  Chairman,  I  have  letters  of  hardship  from  75  other  retirees 
that  I  would  like  to  give  to  you. 

Senator  Metzenbaum.  Without  objection,  those  letters  will  be  in- 
cluded in  the  record. 

And  thank  you  very  much,  Mr.  Fasching,  for  a  very,  very  con- 
vincing and  persuasive  argument  as  to  why  we  need  some  legisla- 
tive action  to  protect  the  retirees.  For  a  company  to  have  made  a 
commitment  to  you  to  prevail  upon  you  to  retire,  and  then  to  re- 
nege on  that  commitment  to  me  is  an  abomination,  and  the  further 
fact  is  that  Unisys,  which  gets  much  of  its  business  from  the  Amer- 
ican public  selling  computers,  and  also  has  brought  in  hundreds  of 
millions,  perhaps  billions  of  dollars,  in  defense  contracts,  I  just 
think  that  your  story  is  an  abomination,  and  I  will  have  some  ques- 
tions for  you. 
Mr.  Fasching.  Thank  you  for  letting  me  testify. 
[The  letters  referred  to  are  retained  in  the  files  of  the  sub- 
committee.] ^^ 

Senator  Metzenbaum.  Let's  hear  next  from  Mr.  Kazimer  "Casey 
Patelski,  of  Costa  Mesa,  CA. 
Mr.  Patelski. 

Mr.  Patelski.  Good  morning.  Senators. 

Thank  you  for  allowing  me  to  testify  about  my  experience  with 
McDonnell  Douglas  and  the  fact  that  McDonnell  Douglas  is  termi- 
nating my  health  insurance.  I  am  upset,  and  I  am  damn  angry  that 
they  have  gone  back  on  their  promise,  after  working  all  the  years 
I  did  with  them. 

I  am  65  years  old,  and  I  have  worked  with  McDonnell  Douglas 
for  28  years,  and  I  retired  just  recently,  in  June  1992.  Sitting  next 
to  me  is  Ted  Abrahams,  a  fellow  engineer,  who  will  be  testifying 
later  on,  and  he  would  be  happy  to  answer  any  questions  as  well. 
I  graduated  from  the  University  of  Illinois  in  1952  as  an  aero- 
nautical engineer,  and  shortly  after  graduation,  Douglas  Aircraft 
hired  me  as  a  design  engineer.  With  them,  I  worked  on  the  design 
of  various  cargo  transports,  bombers,  and  commercial  aircraft,  the 
DC8s  and  DC9s.  Eventually,  I  transferred  over  to  missiles  and 
space  for  McDonnell  Douglas  and  worked  on  various  space  pro- 
grams and  missile  programs  as  a  design  en^neer  and  later  on  as 
a  project  engineer.  I  worked  on  the  Thor  missile,  the  Delta  space 
rocket,  the  Saturn  moon  rocket,  and  eventually  became  manager  of 
mission  control  in  Houston  for  all  the  moon  launches  for  McDonnell 
Douglas. 

While  working  with  McDonnell  Douglas,  we  were  promised  orally 
and  in  writing  ^at  we  would  retire  with  health  insurance,  that  we 
would  have  health  insurance  as  employees  and  health  insurance 
after  we  retired. 

Five  years  ago,  I  was  planning  my  retirement  future  income,  and 
I  met  with  Merrill  Lynch,  whom  I  have  some  mutual  funds  with, 


12 

to  plan  my  retirement  funds.  One  of  the  questions  that  Merrill 
Lynch  asked  me  was  how  much  money  should  I  plan  for  my  health 
insurance.  At  that  time,  as  an  employee,  McDonnell  Douglas  was 
deducting  $20  a  month  from  our  pay  checks  for  health  insurance, 
and  I  was  told  that  as  a  retiree,  it  would  continue  to  be  the  same. 
So  I  told  Merrill  Lynch  that  as  far  as  my  retirement  funds,  I  really 
didn't  have  to  be  too  concerned.  Twenty  dollars  a  month  I  could 
probably  afford,  and  even  if  costs  go  up,  and  they  double  it  to  $40 
a  month,  or  triple  it  to  $60  a  month,  that  still  wasn't  a  major  im- 
pact as  far  as  I  was  concerned  in  paying  for  my  medical  insurance. 

I  always  figured  I'd  have  a  decent  pension  from  McDonnell  Doug- 
las, and  have  my  health  benefits  for  myself  and  for  my  wife.  We 
were  told  that  each  year  in  our  handouts,  when  it  came  time  to 
renew  our  health  insurance,  and  each  year  we  were  given  a  state- 
ment of  our  pension  benefits  at  the  time  we  would  retire  at  65,  so 
we  always  had  the  confident  feeling  that  health  insurance  was 
there  and  available  for  us,  and  we  would  have  it  when  we  retired; 
and  we  also  had  the  confident  feeling  that  on  retirement,  we  would 
get  our  retirement  funds. 

In  my  retiree  exit  interview  in  June  1992,  I  took  mv  wife  with 
me — as  you  can  see,  I  have  polio  and  am  in  a  wheelchair — and  I 
wanted  her  to  become  aware  of  any  plans  that  McDonnell  Douglas 
had  for  retirees.  We  were  told  at  our  retiree  exit  interview  that  I 
would  have  health  insurance  for  my  life  until  I  died,  and  the  health 
insurance  would  continue  on  to  my  wife  for  her  life  until  she  died 
or  remarried.  So  I  accepted  that. 

The  lady  left  the  room  to  get  some  more  papers,  and  mv  wife 
wasn't  quite  sure  what  she  heard,  so  when  she  came  back,  she 
asked  the  lady  a  second  time,  and  the  lady  told  her  specifically, 
"Yes,  your  husband  will  have  health  insurance  for  the  time  he  is 
alive,  until  he  dies,  and  it  will  pass  on  to  you  as  the  wife  until  you 
die."  My  wife  was  concerned  because  of  the  polio  that  has  come 
hack  and  hit  me  here. 

In  October  1992,  4  months  after  I  retired,  I  got  a  letter  from 
McDonnell  Douglas,  terminating  my  health  insurance.  The  corpora- 
tion would  no  longer  pay  for  our  nealth  insurance.  Instead,  they 
would  take  the  money  out  of  our  pension  plan  money  for  the  next 
4  years,  and  then  we  would  have  to  get  our  own.  And  they  made 
it  clear  that  they  would  not  help  us,  that  we  would  be  on  our  own. 

That  really  angered  me,  and  it  really  scared  me  because  of  the 
medical  problems  I  have  now  with  my  polio  coming  back.  As  you 
can  see,  I  am  in  a  wheelchair.  I  got  polio  when  I  was  18  years  old, 
just  starting  the  university.  I  went  through  the  university  and 
started  with  Douglas,  and  I  basically  recovered;  I  walked  around 
with  just  a  leg  brace  and  didn't  use  any  canes  at  all.  It  turns  out 
there  is  a  new  phenomenon  that  we  are  all  becoming  aware  of 
Thirty  to  40  years  later  after  you  have  had  polio,  the  disease  comes 
back,  and  it  starts  affecting  you  and  returns  you  back  to  where  you 
were  when  you  got  polio.  I  was  totally  paralyzed,  arms  and  legs. 
My  legs  have  gone  out,  and  now  it  is  traveling  to  my  arms. 

After  all  these  years  and  all  these  promises  that  we  have  had 
from  McDonnell  Douglas,  I  feel  I  have  been  cheated  out  of  my 
health  insurance.  I  checked  with  my  brother,  who  is  an  insurance 
agent,  and  I  asked  him  about  my  health  insurance.  He  said  that 
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if  he  had  to  insure  me,  his  company  would  not  insure  me  because 
of  my  condition.  And  I  checked  with  two  other  companies,  and  they 
would  not  insure  me  or  my  wife,  either.  I  called  Connecticut  Gen- 
eral, whom  I  have  health  insurance  with  through  McDonnell  Doug- 
las, and  they  said  they  will  not  offer  any  followup  group  retiree  in- 
surance for  my  wife  or  myself,  that  we  would  have  to  be  on  our 
own. 

This  will  put  me  in  a  tremendous  financial  bind.  I  only  get  a  lit- 
tle over  $1,100  a  month  pension  from  McDonnell  Douglas  as  an  en- 
gineer. If  I  have  to  put  out  between  $500  and  $600 — and  I  under- 
stand that's  about  what  it  will  be — for  insurance  for  my  wife  and 
myself,  it  really  doesn't  leave  me  too  much  to  live  on. 

During  our  working  career  and  just  right  before  I  retired, 
McDonnell  Douglas  required  all  of  us  to  go  to  a  class  on  "ethical 
behavior."  It  seems  to  me  that  the  corporate  executives  who  made 
the  decision  to  break  these  promises  either  did  not  go  to  the  class, 
or  flunked  it. 

Senators,  what  I  am  looking  for  is  just  to  have  McDonnell  Doug- 
las give  me  the  promises  and  give  my  fellow  retirees  the  promises 
they  made  to  us  for  all  of  my  28  years  of  working  conditions.  That's 
all  I'm  asking  for.  They  promised  the  health  insurance;  they 
reneged  on  the  health  insurance,  and  they  are  dumping  us  out 
without  even  the  offer  of  retiree  health  insurance. 

Thank  you. 

[The  prepared  statement  of  Mr.  Patelski  follows:] 

Prepared  Statement  of  Casey  Patelski 

Senator  Metzenbaum,  Senator  Riegle,  members  of  the  committee,  thank  vou  for 
the  opportunity  to  testify  today  about  mv  experience  with  McDonnell  Douglas  and 
that  company's  termination  of  my  health  benefits,  My  name  is  Casey  Patelski.  I 
worked  for  McDonnell  Douglas  for  over  28  years  and  retired  in  1992.  Sitting  next 
to  me  today  is  Ted  Abrahams.  He  is  a  fellow  retiree  from  McDonnell  Douglas  and 
although  he  is  not  presenting  testimony  today,  he  would  be  happy  to  answer  any 
questions  that  you  have  about  our  experience  with  McDonnell  Douglas. 

In  the  early  days  of  my  career  with  McDonnell  Douglas,  I  was  a  design  engineer 
and  worked  on  engines  and  fuel  systems  on  various  piston,  turbo-prop,  and  jet  air- 
craft including  the  C124,  C133  cargo  transport,  the  B66  bomber,  and  the  DC8  and 
DC9  commercial  jets.  I  also  subsequently  was  a  design  and  project  engineer  on  a 
variety  of  missile  and  rocket  programs,  the  Skylab  space  station  and  various  sat- 
ellites. Projects  I  worked  on  included  the  Thor  Missile,  the  Delta  Space  Rocket  and 
the  Saturn  Moon  Rocket.  Eventually  I  became  the  project  engineering  manager  for 
crew  systems  design  and  launch  of  the  Skylab  Space  Station  and  subsequently  was 
the  managing  director  of  Houston  Mission  Control  for  the  Apollo  Saturn  Moon  Pro- 
gram. I  designed  the  consoles,  wrote  procedures,  briefed  astronauts,  and  manned 
the  flight  consoles  for  Earth  orbit  and  flight  to  the  Moon  of  the  Saturn  Rocket  and 
Apollo  Spacecraft. 

While  I  worked  for  McDonnell  Douglas  I  was  promised  both  orally  and  in  writing 
that  I  would  receive  health  benefits  after  I  retired  for  my  life  and  that  aft^r  I  died, 
my  wife  would  continue  to  receive  life  long  health  benefits.  The  benefit  my  wife  will 
receive  is  particularly  important  as  she  is  10  years  younger  than  I  am.  When  I  re- 
tired, I  went  throu^  an  exit  interview.  Even  then,  I  was  told  that  my  health  bene- 
fits would  continue  for  my  life  and  then  for  my  wife's  life. 

Those  of  us  who  worked  for  McDonnell  Douglas  always  talked  about  the  fact  that 
our  medical  expenses  would  be  covered  after  retirement;  that  it  was  a  great  benefit. 
When  we  were  planning  our  retirement  we  knew  that  we  would  not  have  to  worry 
about  health  care  costs.  For  example,  when  I  was  planning  for  my  future  with  Mer- 
rill Lynch,  one  of  the  retirement  expense  items  I  knew  I  did  not  have  to  concern 
myself  with  were  costs  for  medical  expenses  for  either  my  wife  or  myself  because 
I  knew  that  McDonnell  Douglas  would  provide  for  those  benefits.  Accordingly,  I  did 
not  budget  or  plan  for  any  significant  msurance  or  medical  costs  for  that  purpose. 
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At  the  time  I  began  working  for  McDonnell  Douglas  in  1932  and  throughout  the 
60's  and  into  the  70's  there  was  a  lot  of  competition  in  the  industry  for  design  engi- 
neers who  had  the  experience  I  did.  One  of  the  factors  we  considered  when  we  chose 
where  we  worked,  and  one  of  the  factors  that  kept  us  there,  was  the  package  of  ben- 
efits that  would  be  given  to  us.  I  was  well  aware  that  by  working  for  McDonnell 
Douglas  I  would  have  a  good  compensation  system  after  I  retired,  a  decent  pension 
and  health  benefits  for  my  life  and  for  the  life  of  my  wife.  My  fellow  McDonnell 
Douglas  retirees  and  I  were  given  many  reasons  over  the  years  to  stay  with  the 
company.  One  was  the  benefits  program  that  was  the  subject  of  numerous  handouts 
such  as  annual  brochures  describing  the  value  to  us  of  our  pension  and  health  care 
benefits  in  retirement.  These  were  prefaced  with  a  statement  from  Sandy  McDon- 
nell stating  how  we  had  earned  these  benefits  and  of  what  great  value  they  were, 
not  only  for  peace  of  mind  but  also  as  part  of  our  compensation.  We  were  also  given 
insurance  policies  that  reflected  that  when  we  retired  our  benefits  would  continue 
for  us  and  our  surviving  spouses. 

Other  than  having  contracted  polio  as  a  young  man,  I  had  been  fairly  healthy. 
Two  years  ago,  however,  my  legs  began  to  feel  weak  and,  as  you  can  see,  I  am  now 
confined  to  a  wheel  chair.  I  simply  do  not  know  what  the  long  term  outlook  is  on 
my  medical  condition  but  it  doesn't  take  a  rocket  scientist — which  I  happen  to  be — 
to  realize  that  I  am  going  to  have  continuing  medical  costs. 

In  October  1992  McDonnell  Douglas  announced  that  it  would  end  company  paid 
health  care  coverage  for  nonunion  retirees  like  me  beginning  December  31,  1992. 
Instead  they  substituted  an  employee  funded  health  care  trust  that  they  claim 
should  cover  our  medical  costs  for  the  next  4  years  although  I  have  some  question 
as  to  whether  the  funding  is  sufficient  to  go  that  distance.  The  company  has  also 
stated  that  after  4  years  they  will  not  only  not  fund  our  health  care,  either  through 
insurance  or  a  trust,  but  that  they  will  not  even  take  part  in  arranging  it.  This  an- 
nouncement has  scared  and  angered  me.  While  Medicare  will  help  to  some  degree, 
my  wife  will  not  be  eligible  for  many,  many  years.  I  am  afraid  that  any  medical 
emergency  on  the  part  of  either  of  us  could  financially  bankrupt  me  and  my  family. 
My  fellow  retirees  feel  the  same  way. 

Not  only  do  I  feel  that  I  am  being  cheated  of  what  is  due  me,  but  I  am  extremely 
upset  because  this  maneuver  with  our  health  care  appears  to  be  just  another  exam- 
ple of  McDonnell  Douglas  hurting  its  retirees  in  order  to  benefit  the  corporation. 
McDonnell  Douglas  has  more  than  $2  billion  in  surplus  in  its  pension  funds.  I  be- 
came aware  in  1988  that  McDonnell  Douglas  was  beginning  to  look  at  that  surplus 
in  the  hopes  of  being  able  to  divert  some  of  that  money  to  the  company  rather  than 
providing  increased  oenefits  to  us  retirees  who  earned  the  money.  Now  McDonnell 
Douglas  has  developed  a  scheme  that  allows  them  to  use  surplus  pension  funds  to 
partially  pay  for  health  care  instead  of  having  to  use  its  own  cash.  Although  this 
maneuver  benefits  the  corporate  bottom  line,  it  does  so  only  at  the  expense  of  its 
retirees — people  like  me  who  devoted  our  careers  to  working  to  benefit  the  company 
and  the  country. 

McDonnell  Douglas  now  claims  it  never  promised  us  lifetime  benefits  and  that  it 
can  raid  our  pension  and  deny  us  future  care.  After  4  years,  the  company  is  bowing 
out — leaving  the  retirees  to  fend  for  themselves  for  health  care  insurance  (assuming 
its  even  available),  or  to  face  the  costs  of  medical  care  alone.  I  doubt  that  a  person 
like  me  is  going  to  be  able  to  obtain  health  care  insurance  or,  if  we  can,  I  bet  that 
the  cost  wul  be  prohibitive.  This  is  being  done  to  us  by  a  company  that  promotes 
ethical  behavior.  How  they  can  do  this  is  beyond  me. 

We  need  your  help.  We  all  live  on  fixed  incomes  but  now  we  have  to  cope  with 
the  additional  burden  of  how  we  are  going  to  obtain  health  care.  Because  we  ex- 
pected our  health  expenses  to  be  covered  for  our  lifetimes,  none  of  us  made  any 
plans  for  putting  aside  money  in  case  someone  in  our  family  suffered  a  catastrophic 
illness.  We  now  live  under  the  constant  fear  that  something  will  happen  to  us  that 
will  erase  our  financial  resources  and  make  us  dependent  on  public  assistance.  This 
should  not  have  and  need  not  have  happened. 

More  than  half  of  McDonnell  Douglas'  business  comes  from  government  contracts 
and  that  is  why  I  think  it  is  important  for  Congress  to  pay  particular  attention  to 
what  McDonnell  Douglas  is  doing  and  to  work  to  prevent  companies,  especially 
companiies  that  work  so  much  for  the  Federal  Government,  from  breaking  their 
promises  to  employees. 

Thank  you  very  much  for  allowing  me  to  testify.  I  will  be  happy  to  answer  any 
questions. 

Senator  Metzenbaum.  Thank  you  very  much  for  very  powerful 
testimony  from  both  of  you  gentlemen.  We  are  happy  to  have  Mr. 
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Abrahams  with  us,  and  we  are  happy  to  have  you  with  us  as  well, 
Mrs.  Patelski. 

Let  me  say  that  your  testimony  is  absolutely  shocking,  that  in 
a  civilized  world,  two  companies  tnat  have  really  made  firm,  unde- 
niable commitments  to  their  employees  are  just  taking  a  walk  on 
their  obligations. 

Mr.  Patelski.  Yes,  sir,  they  did. 

Senator  Metzenbaum.  We  didn't  understand  it,  and  so  when  we 
knew  the  thrust  of  your  testimony,  we  invited  both  McDonnell 
Douglas  and  Unisys  to  testify  here  today.  Both  declined. 

Senator  Riegle.  Mr.  Chairman,  let  me  just  say  I  can  understand 
the  fact  that  they  have  declined.  I  don't  think  that's  really  accept- 
able, however,  and  I  think  we  ought  to  figure  out  a  way  to  have 
a  hearing  where  they  are  present  to  talk  about  this  issue.  I  mean, 
this  is  a  public  issue,  and  it  ought  to  be  addressed  in  a  public 
forum. 

Mr.  Patelski.  I'd  like  to  confront  them  personally  myself,  sir. 

Senator  Riegle.  So,  we'll  see  what  we  can  do  about  that. 

Senator  Metzenbaum.  I  think  we  can  certainly  find  a  way.  There 
are  available  procedures,  as  the  Senator  from  Michigan  knows. 

I  am  going  to  put  into  the  record  at  this  point  a  news  story  from 
the  Washington  Post  dated  Sunday,  February  28.  I  think  the  first 
paragraph  is  rather  interesting:  "McDonnell  Douglas  Corp.  has  a 
novel  strategy  for  honoring  its  decades-long  statements  that  it 
would  provide  health  insurance  for  its  employees:  It  wants  the  Fed- 
eral Government  to  do  it." 

[The  Washington  Post  article  follows:] 

McDonnell  Looks  to  U.S.  on  Health  Care 

(By  John  Mintz) 

McDonnell  Douglas  Corp.  has  a  novel  strategy  for  honoring  its  decades-long  state- 
ments that  it  would  provide  health  insurance  for  its  employees:  It  wants  the  Federal 
Government  to  do  it. 

The  firm  hopes  Congress  and  the  Clinton  administration  will  enact  a  health  care 
program  that  will  get  the  company  off  the  hook  by  1997,  when  it  ends  health  care 
coverage  for  21,000  salaried  retirees,  said  Herb  Lanese,  McDonnell's  chief  financial 
officer.  That's  why,  when  the  company  came  up  with  a  plan  to  use  its  pension  fund 
surplus  to  provide  them  with  health  coverage,  it  did  so  for  exactly  4  years,  he  said. 

McDonnell  would  be  "wasting  billions  of  dollars,"  Lanese  said,  if  it  maintained  its 
expensive,  decades-old  program  of  providing  health  care  for  retirees  and  then  the 
Clinton  administration  figured  out  a  way  to  finance  health  care  for  everyone. 

Lanese  said  McDonnell  Douglas  will  find  a  way  to  get  its  retirees  insured  when 
coverage  runs  out  in  4  years,  but  when  asked  how  that  would  be  accomplished  he 
replied,  "I  don't  know."  The  one  certainty,  he  said,  is  "McDonnell  won't  continue  to 
pay." 

If  the  Government  doesn't  act,  Lanese  said,  the  company  may  stop  funding  retire- 
ment health  insurance  for  all  its  current  and  future  retirees,  not  just  the  salaried 
ones,  and  arrange  to  pay  for  it  by  using  the  firm's  remaining  $2.3  billion  pension 
fund  surplus. 

In  that  case,  McDonnell  Douglas  would  seek  an  advance  ruling  from  the  Internal 
Revenue  Service  that  the  firm  would  not  have  to  pay  taxes  and  an  onerous  penalty 
for  withdrawing  money  from  the  pension  fund,  he  said. 

In  negotiations  with  its  labor  unions,  McDonnell  is  demanding  that  workers  give 
up  their  right  to  retiree  health  benefits,  and  accept  the  same  health  plan  changes 
it  impx)sed  on  the  nonunion  retirees.  The  company  said  it  may  declare  a  bargaining 
impasse  over  the  issue  and  impose  the  change  now  in  some  plants,  and  the  unions 
are  resisting  fiercely.  Many  have  started  slowing  their  work  and  "working  to  the 
rule"  in  an  effort  to  vex  management,  said  Calvin  Duncan,  assistant  director  of  the 
International  Association  of  Machinists'  Lodge  720,  which  represents  McDonnell 
workers  in  California. 
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The  company  has  said  it's  going  to  force  it  down  our  throat,"  he  said.  "There's  no 
way  my  membership  is  going  to  buy  that." 

m  any  case,  McDonnell  Douglas  may  be  disappointed  if  it  wants  favorable  treat- 
ment from  the  Clinton  administration. 

Senator  David  Pryor  (D-Ark.),  chairman  of  the  Senate's  Committee  on  Aging,  has 
asked  the  Department  of  Defense's  inspector  general  to  investigate  whether  the 
company  is  misusing  government  money  oy  cutting  off  retiree  benefits,  since  Penta- 
gon payments  to  McDonnell  for  weapons  systems  over  the  decades  have  included 
millions  of  dollars  for  that  purpose. 

Pryor  wants  the  firm  to  repay  that  money  to  the  Government — a  position  the  De- 
fense Department  itself  took  in  1990  when  McDonnell  made  an  earlier  proposal  to 
use  pension  surplus  money  for  retirees'  health  coverage.  This  could  amount  to  tens 
of  millions  of  dollars,  according  to  lawyers  representing  McDonnell  Douglas  retirees. 

Calling  this  "an  abuse  of  taxpayer  funds,"  Pryor  said,  "HI  work  to  ensure  that  the 
Grovemment  is  paid  back  for  every  cent." 

Senator  Metzenbaum.  It  is  rather  interesting  to  me  that  these 
companies  that  have  spent  a  Hfetime,  and  gotten  some  of  my  col- 
leagues to  speak  up  and  say,  "Let  the  corporate  world  do  it;  they 
can  take  care  of  it.  Keep  government  off  the  backs  of  people.  Just 
let  us  do  it,  and  we'll  meet  our  obligations."  Here  is  an  example  of 
two  specific  men,  working  at  two  different  major  American  compa- 
nies, having  firm  commitments  from  the  company,  and  the  compa- 
nies now,  having  really  fed  at  the  trough  of  the  Federal  Govern- 
ment for  many,  many  years,  and  many  American  taxpayers'  dol- 
lars, now  turn  around,  renege  on  their  commitment,  and  people 
wonder  why  is  there  so  much  antipathy  toward  the  conduct  of  some 
major  American  corporations. 

It  is  only  fair  to  say  that  that  is  not  the  case  across-the-board, 
but  when  it  does  occur,  it  besmirches  the  entire  corporate  world. 

We'll  take  5-minute  question  periods  for  members  of  the  commit- 
tee. 

Let  me  ask  you,  Mr.  Fasching,  how  important  was  Unisys'  prom- 
ise of  lifetime  health  benefits  in  your  decision  to  accept  the  compa- 
ny's early  retirement  incentive? 

Mr.  Fasching.  Well,  it  was  my  major  motivation,  as  I  could  not 
afford  to  retire  if  it  wasn't  for  the  free  health  benefits. 

Senator  Metzenbaum.  You  wouldn't  have  taken  early  retirement 
unless  they  had  made  the  promise? 

Mr.  Fasching.  No,  I  would  not  have  taken  it. 

Senator  Metzenbaum.  Would  you  have  received  a  higher  pension 
if  you  had  waited  longer  to  retire? 

Mr.  Fasching.  Oh,  absolutely.  I  would  have  added  to  it,  and  I 
wouldn't  have  had  that  4  percent  per  year  reduction;  for  every  year 
you  want  to  retire,  you  gain — it  starts  at  62,  and  you  lose  4  percent 
each  year,  plus  the  fact  that  you'd  be  adding  to  it  every  year  you 
worked. 

Senator  METZENBAUM.  What  reason  has  the  company  given  to 
you  for  just  totally  reneging  on  its  commitment? 

Mr.  Fasching.  Well  it  is  my  understanding  from  the  letter  re- 
ceived in  November  that  the  new  accounting  method,  was  their 
only  reason. 

Senator  Metzenbaum,  Has  any  consideration  been  given  to  a 
class  action  lawsuit  against  the  company  on  behalf  of  the  retirees? 

Mr.  Fasching.  Well,  we  have  a  group  of  retirees  that  have  gotten 
together,  and  we've  got  a  lawsuit  going  against  the  company. 

Senator  Metzenbaum.  So  you  do  have  a  lawsuit. 

Mr.  Fasching.  Yes.  We  just  started  it. 
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Senator  Metzenbaum.  Of  course,  that  really  is  not  the  answer, 
and  let  nobody  think  that  the  chair  of  this  subcommittee  thinks 
that  it  is  the  answer,  to  say  we'll  now  go  to  the  courts.  You  make 
a  commitment,  you  ought  to  live  up  to  your  commitment.  If  cor- 
porations don't  live  up  to  their  commitments — maybe  we  should 
say  to  McDonnell  Douglas  and  Unisys  that  any  company  that  has 
terminated  its  obligation  to  its  retirees  after  having  made  a  specific 
commitment  to  that  effect  shall  forever  be  barred  from  any  further 
government  contracts,  maybe  then  they  would  get  the  message. 
That  I  think  is  one  way  that  they  would  understand  what  we  are 
saying.  I  don't  care  whether  you  are  conservative  or  liberal,  wheth- 
er you  are  a  Democrat  or  a  Republican  or  whatever  the  case  may 
be,  all  of  us  recognize  that  there  is  such  a  thing  as  living  up  to 
your  obligations,  and  these  companies  have  not  done  so. 

Mr.  Patelski,  you  stated  that  McDonnell  Douglas  repeatedly  as- 
sured you  and  other  employees  that  it  would  provide  lifetime 
health  benefits.  Could  you  give  the  committee  some  examples  of 
the  way  in  which  McDonnell  Douglas  led  you  to  believe  your  bene- 
fits were  safe? 

Mr.  Patelski.  Yes.  Each  year,  as  I  mentioned,  we  got  a  state- 
ment to  review  our  health  insurance.  They  offered  four  or  five 
health  insurance  plans,  and  each  year  we  got  a  statement  from  the 
pension  department  on  our  pension  money  available.  And  all  of  us 
engineers  would  sit  around  and  talk  about  it,  and  say,  "Oh,  boy, 
at  65,  we'll  be  able  to  retire  with  this  amount  of  money" — $1,000, 
$800,  whatever  the  money  would  be — and  health  insurance  to  go 
with  it. 

And  myself,  I  was  particularly  interested  because  having  had 
polio  when  I  was  18  and  recovered,  I  never  expected — 2  years  ago, 
if  you'd  told  me  I'd  be  in  a  wheelchair  today,  I  would  have  said 
"Never,"  because  I'm  fine,  I  recovered  from  polio — ^but  I  was  still 
looking  forward  to  health  insurance,  because  I  had  fellow  engineers 
who  came  down  with  diabetes,  had  to  have  heart  transplants,  heart 
bypasses,  and  so  it  was  always  a  concern.  And  it  was  there,  right 
in  writing,  to  us. 

You  or  somebody  made  a  mention  that  on  the  back  end  of  one 
of  our  documents  the  possibility  that  the  health  insurance  could  be 
terminated.  We  saw  that  over  the  years,  they  would  change  health 
insurance  companies,  so  the  interpretation  that  the  company  gave 
us  of  that  statement  that  the  plan  could  be  changed  or  terminated 
was  the  fact  that  they  would  change  health  insurance  companies, 
and  they  did  over  the  years,  to  get  a  better  bid  from  an  insurance 
company  that  would  go  with  them. 

So  we  were  never  concerned  with  the  termination  of  health  in- 
surance. We  always  figured  we'd  have  it  at  retirement. 

Senator  Metzenbaum.  My  time  has  expired,  but  I  will  just  ask 
you  one  simple  question  that  will  take  a  yes  or  no  answer.  Did  you 
receive  a  letter  from  Mr.  A.J.  Profit,  McDonnell  Douglas'  employee 
benefits  director,  dated  March  3,  1992,  in  which  he  said,  "Fortu- 
nately, the  corporation  will  never  have  cause  to  terminate  your  re- 
tiree health  care  coverage  and  certainly  has  no  plans  to  do  so,"  and 
is  it  the  fact  that  7  months  later  the  company  did  announce  its  in- 
tention to  terminate? 
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Mr.  Patelski.  I  did  not  specifically — a  fellow  engineer  received 
that  letter,  sir,  and  I  read  that  letter.  I  got  a  letter  in  October  that 
said  my  plans  would  be  terminated,  which  surprised  me. 

Senator  Metzenbaum.  So  you  did  not  see  this  letter? 

Mr.  Patelski.  I  have  read  the  letter;  I  have  seen  the  letter.  It 
was  a  fellow  engineer  who  got  that  letter. 

Senator  Metzenbaum.  I  see.  It  was  furnished  to  us  by  your  at- 
torneys; apparently,  some  employees  had  received  it. 

Mr.  Patelski.  That's  correct,  that's  correct. 

Senator  Metzenbaum.  Senator  Riegle. 

Senator  RiEGLE.  Mr.  Patelski,  I  just  want  to  review  a  couple 
things.  You  indicated  that  you  worked  for  McDonnell  Douglas  28 
years. 

Mr.  Patelski.  That's  right. 

Senator  RiEGLE.  And  you  rose  in  the  ranks,  and  you  finally  be- 
came, if  I  heard  you  right,  the  person  who  was  in  charge  of  some 
of  the  moon  shots  and  moon  landings;  is  that  right? 

Mr.  Patelski.  Not  some  of  them.  Senator — all  of  the  moon  shots. 

Senator  Riegle.  All  of  them. 

Mr.  Patelski.  I  was  manager  of  mission  control  for  Douglas  on 
their  contract.  We  went  out  on  competitive  bid,  and  we  got  the  con- 
tract to  train  the  astronauts,  brief  the  astronauts  on  the  operation 
of  the  rocket  in  mission  control,  and  then  manned  the  consoles  for 
all  the  moon  flights. 

Senator  Riegle.  And  you  were  in  charge  of  that. 

Mr.  Patelski.  I  was  the  manager,  yes,  sir. 

Senator  Riegle.  Well,  first  of  all  I  want  to  say  I  think  you  did 
a  terrific  job,  because  we  got  everybody  up  there,  and  we  got  the 
job  done,  and  we  came  back. 

Mr.  Patelski.  Thank  you. 

Senator  RiEGLE.  But  I  think  it  is  important  to  underscore  this 
because  of  the  service  you  gave  not  just  to  the  company  but  to  the 
country.  And  the  American  taxpayers  paid  for  all  of  that,  didn't 
we? 

Mr.  Patelski.  That's  right,  sir. 

Senator  RiEGLE.  This  was  a  national  program  that  cost  us  hun- 
dreds of  billions  of  dollars  to  do  this,  and  part  of  what  we  were  pay- 
ing for  was  not  just  your  skill  £ind  expertise  to  get  your  part  of  the 
job  done,  but  to  have  an  arrangement  with  you  through  your  life- 
time of  professional  work,  the  27  years  at  McDonnell  Douglas,  and 
then  the  years  in  retirement. 

Mr.  Patelski.  That's  correct. 

Senator  Riegle.  In  other  words,  part  of  your  compensation  dur- 
ing those  years  was  a  contractual  package  that  had  as  a  part  of  it 
providing  health  insurance  and  retirement  benefits  out  through  the 
rest  of  your  lifetime;  isn't  that  correct? 

Mr.  Patelski.  That  package  was  never  in  doubt.  Amongst  all  of 
us  engineers,  we  all  looked  forward  to  retirement  in  simny  south- 
ern California  where  we  lived. 

Senator  Riegle.  Exactly.  And  I  am  sure  that  when  they  were 
billing  the  government  large  amounts  of  money  for  the  cost  of  that 
program,  which  you  being  one  of  the  leaders  were  providing  for, 
part  of  what  we  were  paying  for  was  the  ability  for  them  to  hire 
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you  and  to  maintain  that  contract  relationship  with  you  as  it  was 
laid  out  at  the  time. 

So  they  have  an  obligation  here,  but  this  is  a  particular  case  as 
well  where  I  think  the  American  people  sort  of  entered  into  that 
contract  with  you  as  well.  We  were  asking  you  in  our  behalf  as  a 
country  to  carry  out  that  work;  you  did,  and  now  you  find  yourself 
in  a  situation  where  this  polio  episode  that  you  had  when  you  were 
an  18-year-old  has  now  come  back,  and  now  this  health  insurance 
coverage  is  absolutely  critical  for  you. 

Mr.  Patelski.  Yes,  sir.  The  insurance  company  paid  for  my  leg 
braces,  which  were  $6,000.  And  the  doctor  informs  me  that  because 
of  the  deterioration  of  my  condition,  I'll  need  another  set  of  leg 
braces  in  another  year  or  two  that  are  locking  leg  braces,  and  that 
will  probably  cost  more  than  the  $6,000  because  of  the  special  de- 
sign. That's  really  upsetting  to  know  that  now  I  am  going  to  have 
to  start  coming  up  with  that  kind  of  money,  and  a  power  wheel- 
chair, and  my  arms  are  starting  to  go,  and  the  doctor  says,  "You 
shouldn't  be  pushing  the  wheelcnair  anymore;  get  your  wife  to  do 
it." 

Senator  Riegle.  Well,  I  don't  think  the  company  can  properly 
walk  away  from  you  at  this  point,  nor  do  I  think  the  country  can. 
It  is  interesting  in  your  case,  the  work  you  were  doing  was  national 
interest  work,  and  that's  why  the  Government  paid  for  it 

Mr.  Patelski.  I  never  planned  to  become  a  ward  of  the 
Government 

Senator  Riegle.  You  shouldn't  have  to  be  a  ward  of  the  govern- 
ment. You  are  a  citizen  of  this  country,  and  the  government  has 
an  obligation  to  help  its  people.  That's  the  first  obligation  of  gov- 
ernment, to  help  its  people,  and  everything  else  comes  after  that. 

Mr.  Patelski.  That's  right.  I  feel  I  worked  for  that  health  insur- 
ance, and  it  was  given  to  us  as  a  benefit,  as  a  deferred  income  on 
health  insurance,  and  I  want  it  back. 

Senator  Rbegle.  Exactly.  Now,  had  you  not  been  getting  that  de- 
ferred package  of  health  coverage  later  on  down  the  line  in  a  retire- 
ment benefit,  you  would  have  negotiated,  and  you  would  have  had 
a  different  kind  of  wage  scale.  If  you  weren't  getting  those  things, 
your  wages  would  have  been  much  higher,  so  you  would  have  had 
more  money  from  which  to  earn  and  save  for  your  own  future  re- 
tirement and  health  benefits. 

Mr.  Patelski.  I'm  glad  you  brought  up  the  wages,  because  after 
I  left  mission  control,  I  was  offered  a  very  good  job  at  almost  dou- 
ble my  wages  because  of  my  experience,  out  the  company  that  of- 
fered it  to  me  had  no  medical  health  insurance,  so  I  turned  it  down 
with  the  anticipation  that  I  would  have  health  insurance  at  retire- 
ment. So  you  don't  get  a  job  just  for  money;  you  get  a  job  for  what 
else  is  offered  with  it,  and  that  was  health  insurance. 

Senator  Riegle.  Exactly.  And  I  think,  as  Mr.  Fasching  has  said, 
you  would  not  have  taken  early  retirement,  with  all  the  reductions 
and  losses  that  went  with  that,  if  you  had  not  been  guaranteed  in 
your  mind  and  in  terms  of  what  you  understood  the  case  to  be  to 
get  the  health  insurance  coverage  in  retirement  for  both  you  and 
your  wife,  because  you  mentioned  there  are  some  serious  health 
problems — I  think  you  mentioned  cancer,  did  you  not? 

Mr.  Fasching.  My  wife  has  chronic  asthma. 
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Senator  Riegle.  And  asthma,  so  you  have  had  two  serious  health 
problems  that  you  know  about,  so  obviously  that  was  part  of  your 
consideration  in  accepting  this  package  they  gave  you.  But  part  of 
the  package  they  gave  you  was  the  commitment  to  this  longer  term 
health  insurance  going  forward  in  time. 

And  now  you  are  looking  at  a  situation,  if  I  understand  the  num- 
bers right,  where  you  are  facing  the  prospect  within  a  few  years 
that  it  might  cost  you  as  much  as  $8,000  a  year. 

Mr.  Fasching.  That's  just  for  the  insurance. 

Senator  RiEGLE.  That's  just  for  the  insurance. 

Mr.  Fasching.  My  pension  will  be  totally  wiped  out;  my  medical 
costs  will  totally  exceed  my  pension.  So  I  will  not  have  a  pension. 
And  I  figured  I  had  a  pension  that  could  not  be  taken  away  from 
me,  but  indirectly  they  have  done  that. 

Senator  RiEGLE.  I  think  the  companies  that  make  these  commit- 
ments, and  base  their  practices  at  the  time  when  you  are  in  the 
active  work  force  on  these  projections  out  into  the  future,  I  think 
they  have  to  keep  these  promises. 

Now,  I  think  at  the  same  time,  if  the  system  goes  haywire,  if  we 
are  having  enormous  increases  in  costs  and  such,  then  I  think  the 
Federal  Government  has  to  step  in  and  do  what  we  are  now  at- 
tempting to  do,  and  that  is  to  reform  the  health  care  system  so  that 
we  get  some  control  over  this  system  and  so  that  on  the  one  side 
we've  got  a  system  that  is  workable,  where  everybody  is  covered  by 
one  means  or  another,  but  also  that  these  commitments  that  have 
been  made  in  cases  like  yours  can  be  carried  out. 

I  don't  think  we  can  have  a  situation  where  companies  just  basi- 
cally walk  away  from  a  commitment  that  they  have  made  and 
leave  their  past  work  force,  which  has  built  the  countiy,  just  like 
so  much  scrap  iron  that  is  thrown  out  the  back  door.  I  just  don't 
think  we  can  have  that  in  this  country. 

Mr.  Patelski.  I  think  they  ought  to  stand  up  and  accept  their 
responsibilities. 

Senator  Reegle.  Thank  you,  Mr.  Chairman. 

Senator  Metzenbaum.  Thank  you  very  much,  Senator  Riegle. 

Senator  Jeffords. 

Senator  Jeffords.  Thank  you,  Mr.  Chairman. 

This  is  very  moving  testimony  and  has  highlighted  a  very  serious 
problem  in  this  country,  not  only  to  those  of  you  who  had  at  least 
an  offer  of  health  care,  but  to  the  millions  who  did  not  even  have 
the  offer  of  it. 

I  think  we  should,  however,  focus  our  attention  on  what  the  solu- 
tion is  and  what  we  can  do  to  make  sure  that  1)  you  will  be  cov- 
ered, and  2)  that  we  don't  have  the  problems  we  presently  have. 
And  that  is  true  also  for  the  companies.  The  increasing  costs  of 
health  care  has  been  pointed  out  very  much  by  Senator  Riegle  on 
the  per-car  costs,  and  I  also  hope  we  can  help  get  those  under  con- 
trol. So  that  is  what  I  am  going  to  concentrate  on  in  my  questions 
here. 

I  have  a  plan,  and  I'll  Just  mention  the  name — Medicorps — but 
I  want  to  get  to  the  principles  of  it.  We  found  that  if  we  undid  all 
the  cost-shifting,  and  if  we  undid  all  of  the  screening  for  risk  and 
screening  for  age  that  you  talk  about  and  divided  all  of  the  money 
presently  being  spent  by  the  private  sector,  companies  and  individ- 


21 

uals,  by  the  income  of  individuals  in  this  country,  that  we  could 
fund  health  care  with  6  percent  of  the  adjusted  gross  income 
capped  at  $100,000  and  phased  out  for  low-income  people. 

So  my  question  to  you  specifically  is  if  you  were  now  faced  with 
the  alternative  of  paying  6  percent  of  your  pension  and  being  fully 
covered,  would  that  be  a  better  situation  than  you  face  now?  And 
second,  suppose  that  was  paid  by  the  company. 

Mr.  Fasching. 

Mr,  Fasching.  Six  percent  would  be  very  cheap,  I  think.  I  could 
handle  that. 

Senator  Jeffords.  Mr.  Patelski. 

Mr.  Patelski.  I  respect  what  you  said  about  the  6  percent,  but 
I  look  at  it  like  I  worked  for  a  long  time  and  deferred  benefits,  and 
I  expected  that  money  to  be  given  back  to  me  in  health  insurance. 
I  don't  think  it  is  right  that  I  ought  to  be  paying  now  on  top  of 
what  I  already  earned 

Senator  Jeffords.  If  they  were  paying  it  and  gave  you  all  your 
coverage,  and  they  were  paying  the  6  percent,  would  you  feel 

Mr.  Patelski.  That  sounds  like  a  good  deal  on  their  part. 

Senator  Jeffords.  So  that  would  seem  fair  to  you,  would  it  not? 

Mr.  Patelski.  That's  right. 

Senator  Jeffords.  OK.  I  mention  that  because  there  are  other 
options  which  we  have  to  look  at;  there  are  ways  that  we  can  solve 
these  problems.  And  I  hope  that  we  don't  rush  so  fast  down  the 
pike  that  we  don't  look  at  them.  What  I  did  was  I  stood  back  and 
asked  suppose  we  started  all  over  again  funding  health  care  in  this 
country;  what  could  we  do  it  for?  And  you  come  back  with  some 
amazing  figures. 

For  instance,  for  those  who  were  covered,  it  would  be  tax-free  in- 
come. For  those  who  are  not  covered,  it  would  be  paid  with  pre-tax 
income.  So  there  are  tremendous  tax  advantages  to  it,  and  at  the 
same  time,  it  is  a  very  affordable  thing  because  you  take  the 
screening  that  is  going  on  to  detrimentally  impact  you  by  age  and 
by  health  condition. 

So  I  want  to  say  I  am  dedicated  to  making  sure  that  you  are 
taken  care  of  and  also  that  we  don't  burden  corporations  like  we 
are  now,  such  that  they  feel  compelled,  as  they  have  here,  to  try 
to  screen  you  out,  which  I  agree  is  not  appropriate  to  do. 

Thank  you,  Mr.  Chairman. 

Senator  Metzenbaum.  Thank  you.  Senator  Jeffords. 

Senator  Wellstone. 

Senator  Wellstone.  I  would  again  thank  all  of  you  and  will  ask 
a  couple  of  Minnesota  questions — which  aren't  really  Minnesota 
questions;  they  are  really  national  questions. 

Mr.  Fasching,  what  was  the  nature  of  the  assurance  from  Unisys 
as  you  understood  it  when  you  went  into  early  retirement? 

Mr.  Fasching.  Do  you  mean  on  medical  insurance? 

Senator  Wellstone.  Yes.  What  was  specifically  said  to  you?  Was 
it  in  writing?  Was  it  verbal? 

Mr.  Fasching.  They  gave  us  a  package  in  April,  and  the  package 
had  a  window  of  between  April  1st  and  June  1st,  where  if  you  re- 
tired, you  could  fall  under  the  postretirement  medical  plan,  and 
that  medical  plan  was  put  into  effect  January  1,  1984.  So  that  was 
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free  for  me  and  $27  a  year  for  my  wife,  and  that's  how  I  accepted 
it. 

Senator  Wellstone.  And  can  you  date,  if  you  would  be  wilHng 
to,  your  struggle  with  cancer;  when  did  this  begin? 

Mr.  Fascheng.  I  had  cancer  in  October  1987.  I  had  colo-rectal 
cancer,  and  right  now  I  have  a  colostomy. 

Senator  Wellstone.  And  when  you  then  got  a  letter  from  Unisys 
saying  you  have  "x"  amount  of  time  to  sign  up  for  this  premium 
or  you  are  out,  and  then  you  had  this  health  care  condition  which 
you  have  said  would  basically  exclude  you  from  any  other  coverage, 
what  did  you  and  the  other  Unisys  retirees — I  note  that  you  also 
have  a  letter  from  Wilton  Anderson  that  you  have  incluaed,  and 
the  chairman  already  has,  without  objection — what  was  the  nature 
of  the  meeting?  I'm  trying  to  understand  in  kind  of  personal  and 
human  terms  now  this  all  happened,  and  we  have  spoken  about  it, 
but  you  then  appealed  to  the  corporation.  What  did  you  all  say,  and 
what  was  their  response? 

Mr.  Fasching.  You  are  talking  about  the  group  getting  together? 

Senator  Wellstone.  Yes.  Now  you  find  out  you  no  longer  have 
the  benefit  that  you  worked  all  your  life  for.  What  did  you  say  to 
the  company? 

Mr.  Fasching.  I  didn't  say  anything  to  the  company,  but  all  the 
retirees  got  together  and  formed  a  group.  And  Wilt  Anderson  is 
kind  of  the  cochairman  of  this,  the  fellow  that  you  mentioned.  They 
hired  a  law  firm  to  see  if  we  can't  put  these  benefits  back  to  where 
they  were. 

Senator  Wellstone.  What  has  the  company's  official  position 
been  so  far? 

Mr.  Fasching.  Right  now,  I  really  can't  answer  that;  I  don't 
know.  I  haven't  been  that  involved  with  this  group.  I  am  just  one 
member  of  it,  and  I  am  not  on  the  committee. 

Senator  Wellstone.  But  right  now,  just  to  highlight  your  per- 
sonal situation — ^if  that's  OK,  and  please  tell  me  if  I  have  crossed 
the  line;  I  only  do  it  because  I  feel  that  each  of  you  are  speaking 
for,  unfortunately,  many,  many  people  all  across  the  country — you 
are  faced  with  a  situation  right  now  that  between  where  your  in- 
surance premium  is  heading,  much  less  what  you  are  going  to  have 
to  pay  in  addition,  it's  going  to  completely  wipe  out  your  pension? 

Mr.  Fasching.  Yes.  My  health  care  costs  will  exceed  my  pension, 
which  I  had  planned  on  using  for  my  retirement.  It  is  not  going  to 
be  there.  So  I  have  to  look  at  the  funds  that  I  put  away  with  the 
pension.  So  like  I  said,  it  would  have  been  nice  to  buy  a  car  once 
in  a  while,  but  I  won't  be  able  to  do  that. 

Senator  Wellstone.  How  does  all  this  affect  you?  I  mean,  do  you 
keep  your  hope,  or  are  you  angry,  or  are  you  sad,  or  what? 

Mr.  Fasching.  Well,  you  can  survive;  you've  got  to  jump  those 
hurdles.  But  I  know  other  retirees  that  are  in  much  worse  shape 
than  I  am,  and  these  letters  I  brought  with  me  will  tell  their  sto- 
ries. 

Senator  Wellstone.  I  thank  you. 

I  think,  Mr.  Chairman,  the  only  policy  point  I  would  raise  is  that 
I  think  all  of  us  are  quite  committed  to  doing  something  about  this 
and  working  together.  It  does  strike  me,  as  I  said  to  Senator  Rie- 
gle,  that  this  is  part  of  the  problem,  I  think,  of  linking  coverage  to 
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employment,  in  a  sense,  because  over  and  over  again,  we  either 
have  this  with  retirees,  or  we  have  the  self-insured  plans  where 
people  find  out  overnight  that  they  no  longer  have  the  benefit.  I 
think  we  have  to  look  very  seriously  at  decoupling  health  insurance 
in  the  United  States  of  America  from  employment,  because  people 
fall  between  the  cracks  like  this  over  and  over  again. 

But  that's  just  a  policy  question  to  raise. 

Thank  you  very  much.  I  appreciate  what  you  all  have  done. 

Mr.  Fasching.  Thank  you.  Senator. 

Senator  Metzenbaum.  Mr.  Fasching,  Mr.  Patelski,  or  Mr.  Abra- 
hams, do  any  of  you  know  whether  or  not  the  corporate  executives 
are  continuing  to  receive  their  health  care  benefits? 

Mr.  Abrahams.  We  haven't  heard  specifically. 

Senator  RiEGLE.  Do  you  want  to  make  a  bet  on  it? 

Mr.  Abrahams.  I  wouldn't  take  the  bet. 

Senator  Riegle.  Yes.  I  have  a  hunch  they  probably  are.  We  are 
going  to  find  out  about  that. 

Senator  Metzenbaum.  Senator  Riegle  and  I  will  address  a  letter 
to  the  companies  to  determine  what  the  facts  are.  We  will  make 
the  response  public.  If  the  companies  refuse  to  respond,  we  will 
subpoena  them. 

Thank  you  very  much,  gentlemen. 

Senator  Woff"ord. 

Senator  Wofford.  Since  I  missed  the  very  important  panel 
whose  testimony  I  want  to  read  with  care,  I  won't  hold  you  up  and 
ask  any  questions  now. 

But  Mr.  Chairman,  you  note  that  this  is  the  second  week  in  a 
row  that  your  very  vital  hearings  have  brought  me  here.  My  imme- 
diate assignment  was  to  say  a  few  words  of  introduction  about  my 
fellow  Pennsylvanian,  a  national  leader,  but  a  Pennsylvania  leader 
as  well,  Lynn  Williams. 

But  let  me  just  say  on  the  subject  of  the  first  round  here  and  this 
panel  that  Pennsylvania  workers  are  at  crisis  because  of  the  very 
kinds  of  stories  that  you  have  been  telling  us  about.  They  have 
seen  their  health  care  benefits  drastically  reduced  or  eliminated  in 
alarming  numbers  as  employers  apply  new  accounting  rules  and 
cut  benefits  which  were  promised.  People  who  showed  up  for  work 
every  day,  paid  their  taxes,  often  took  lower  wages  in  order  to  get 
those  health  care  benefits,  now  find  themselves,  as  you  did,  without 
coverage  and  no  way  to  meet  their  immediate  health  care  needs. 
For  them,  there  are  no  "golden  years"  of  retirement  after  a  lifetime 
of  hard  work  and  productivity. 

Last  year,  we  had  to  take  special  action  to  support  the  retired 
miners  who  were  left  without  health  insurance  by  a  changing  coal 
industry.  Now  we  see  that  that  was  just  the  tip  of  the  iceberg  for 
millions  of  other  retirees  threatened  with  the  loss  of  their  health 
benefits. 

So  the  burden  of  paying  for  those  reduced  or  eliminated  retiree 
health  benefits  falls  on  the  rest  of  us,  through  cost-shifting  and 
even  higher  taxes.  That  is  just  one  of  the  reasons  why  we  need  the 
kind  of  comprehensive  national  health  care  reform  that  all  of  my 
colleagues  here  on  the  committee  and  so  many  of  you  in  the  room 
are  working  for. 
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I  think  that  day  is  now  at  last  near.  But  for  this  day,  we  need 
strong  action  to  provide  security  to  those  who  have  worked  so  hard 
for  it  all  their  lives.  We've  got  to  ensure  that  promises  made  are 
promises  kept. 

Thank  you,  Mr.  Chairman. 

Senator  Metzenbaum.  Thank  you  very  much.  Senator  Wofford, 
and  I  didn't  call  upon  you  for  questions  because  I  did  understand 
you  had  a  statement  you  wanted  to  make  later,  but  we  are  ex- 
tremely pleased  that  you  are  with  us  this  morning. 

I  want  to  say  to  this  panel  of  witnesses  that  we  are  very  grateful 
that  you  are  with  us.  And  to  you,  Mrs.  Patelski,  thank  you  very 
much  for  joining  us  and  for  making  it  possible  for  your  husband  to 
be  with  us  as  well. 

You  will  hear  further  from  us  on  this  subject.  Thanks  so  much. 

Mr.  Patelski.  Thank  you.  Senators. 

Mr.  Fasching.  Thank  you. 

Senator  Metzenbaum.  It  is  seldom  that  a  committee  of  Congress 
has  the  opportunity  to  hear  from  three  of  our  Nation's  leading 
labor  leaders,  men  who  lead  very  large  organizations,  who  are  rec- 
ognized nationally  as  well  as  internationally  as  very  effective 
spokespersons  for  working  people  in  this  country,  but  today  we 
have  that  privilege,  and  I  think  it  indicates  the  seriousness  of  this 
issue. 

So  often,  when  we  have  an  opportunity  to  hear  from  union  lead- 
ers, we  have  the  privilege  of  hearing  one  of  their  representatives; 
but  today,  these  three  very  prominent,  well-respected,  international 
union  leaders  are  with  us,  and  we  certainly  are  extremely  pleased 
about  that. 

Owen  Bieber  is  president  of  the  UAW;  Lynn  Williams  is  presi- 
dent of  United  Steelworkers,  and  Bill  Bywater  is  president  of  the 
lUE.  We  are  very  pleased  that  all  of  them  are  here. 

Before  we  proceed  with  hearing  the  testimony  of  these  witnesses, 
two  of  the  members  of  this  committee  come  from  the  States  in 
which  these  unions  are  headquartered.  Senator  Riegle  has  the 
UAW  headquartered  in  his  State,  and  Senator  Wofford  has  the 
United  Steelworkers  headquartered  in  his  State. 

I  wonder.  Senator  Riegle,  would  you  like  to  say  some  words  of 
welcome  to  your  constituent? 

Senator  Riegle.  Thank  you  very  much,  Senator  Metzenbaum. 

I  want  to  say  something  particularly  about  Owen  Bieber  and  his 
leadership  at  the  UAW.  When  you  look  back  over  the  history  of  the 
industrial  labor  movement  in  this  country,  much  of  the  gains  that 
we  have  made  both  in  the  union  sector  and  the  nonunion  sector  of 
our  work  force  in  achieving  health  care  benefits  and  other  work- 
place protections  have  come  from  the  efforts  of  organized  labor. 
And  the  United  Auto  Workers  and  the  Steelworkers  who  are  here, 
and  also  the  lUE,  represented  by  Bill  Bywater,  have  all  been  in  the 
forefront  of  that  effort. 

With  respect  to  what  has  happened  here,  anybody  who  is  not  fa- 
miliar with  its  history  might  not  know  that  when  you  go  out  and 
your  bargain  for  a  contract,  and  you  bargain  certain  things  into 
that  contract,  you  trade  one  thing  off  against  another.  So  you 
might  take  a  lower  wage  in  order  to  get  a  health  care  benefit,  or 
you  might  take  a  lower  wage  in  order  to  be  able  to  have  a  retiree 
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benefit,  or  you  might  take  a  lower  wage  today  in  order  to  have  re- 
tirees that  have  already  come  through  and  who  are  out  there  in  the 
retiree  force  have  a  cost-of-living  adjustment  to  their  retirement 

benefits. 

So  these  things  are  tied  together,  but  the  point  is  they  are  paid 
for;  they  are  paid  for  with  the  hard  work  and  the  sweat  of  workers 
as  they  are  performing  their  jobs,  just  as  we  heard  from  the  prior 
panel  that  was  just  here  at  the  table. 

But  I  want  to  say  particularly  to  Owen  Bieber  how  much  I  appre- 
ciate his  strong  leadership  of  the  United  Auto  Workers  and  the  im- 
portant contribution  that  he  and  they  are  making  to  this  country. 
And  while  Bill  Bywater  was  out  of  the  room  for  a  minute,  there  is 
nobody  who  speaks  more  strongly  and  more  aggressively  in  behalf 
of  the  issues  that  face  working  people  than  you  do,  and  I  very 
much  appreciate  that,  and  Lynn  Williams  as  well. 

I  don't  know  when  we've  had  as  distinguished  a  panel  of  three 
labor  leaders  of  such  extraordinary  leadership  ability  at  the  table 
at  the  same  time.  So  I  appreciate  what  each  of  you  do.  I  appreciate 
what  your  membership  is  doing  for  this  country  and  the  strength 
that  it  gives  our  country.  I  think  the  sooner  we  have  more  workers 
in  each  of  your  respective  organizations,  the  better  off  for  the  Unit- 
ed States  of  America. 

Senator  Metzenbaum.  Senator  Wofford. 

Senator  Wofford.  Mr.  Chairman,  today  I  want  to  take  this  un- 
usual chance  when  Lynn  Williams  is  forced  to  hear  me  say  some- 
thing about  him,  to  do  so  as  a  fellow  Pennsylvanian.  /md  if  I 
weren't  so  parochial  and  totally  focused  on  Pennsylvania,  and  if  I 
really  thought  about  the  common  good,  I  would  be  giving  the  same 
kind  of  speech  for  Owen  Bieber  and  Bill  Bywater  for  all  that  they 
do. 

Lynn  Williams,  the  Pennsylvanian,  once  from  Canada — still  with 
ties  there,  and  to  the  common  good  always — is  a  true  man  of  steel. 
As  president  of  the  United  Steel  Workers  of  America,  he  has  stood 
up  for  working  men  and  women  in  our  State  and  across  the  Nation. 

I  came  to  work  with  him  first  as  Secretary  of  Labor  and  Industry 
in  Pennsylvania,  and  I  have  worked  shoulder-to-shoulder  with  him 
on  many  a  problem  and  in  many  a  battle.  He  has  been  in  the  van- 
guard of  the  fight  to  secure  safe  workplaces  and  expand  markets 
for  American  and  Pennsylvania  steel.  He  has  been  an  advocate  and 
a  creative  practitioner  of  labor-management  cooperation.  Most  re- 
cently, he  has  helped  lead  the  charge  for  universal  health  care  re- 
form. That's  the  subject  which  brings  him  and  brings  us  here 
today,  and  it  is  why  I  am  especially  glad  to  present  him  to  you. 

The  United  Steelworkers  of  America,  along  with  the  Auto  Work- 
ers and  Electrical  Workers,  as  Owen  Bieber  and  Bill  Bywater  will 
also  tell  us,  recognize  that  the  time  has  finally  come  for  action  to 
control  costs  and  turn  the  right  to  affordable  health  care  into  a  re- 
ality for  all  Americans. 

We  now  have  a  President  committed  to  that  goal.  In  less  than 
2  months,  we'll  see  the  health  care  reform  proposals  from  the  task 
force  led  by  Hillary  Rodham  Clinton  and  Ira  Magaziner.  Having 
welcomed  Mrs.  Clinton  and  Mrs.  Grore  to  our  Pennsylvania  Health 
Care  Conference  last  month,  I  am  confident  that  this  administra- 
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tion  is  going  to  provide  the  leadership  that  we  can  work  with  here 
to  achieve  national  health  care  reform. 

But  until  that  victory  is  won,  many  Americans  are  going  to  con- 
tinue to  suffer  from  health  care  costs  that  are  skyrocketing  out  of 
control  and  from  the  insecurity  that  their  insurance  will  be  cut  off 
just  when  they  need  it.  Unless  and  imtil  we  achieve  the  promise 
of  universal,  affordable  health  care,  we  have  to  do  something  as 
soon  as  possible  about  the  broken  promises  of  retiree  health  bene- 
fits. 

So  I  look  forward  to  hearing  this  panel  on  a  critical  issue  that 
we  must  face  and  not  dodge  anymore. 

Senator  METZE^fBAUM.  Thank  you  very  much,  Senator  Woflford. 

Now,  we  are  happy  to  hear  from  our  witnesses. 

Owen  Bieber,  I  want  to  make  a  public  statement  that  I  have 
some  resentment  toward  you  and  your  union  because  when  I  v/as 
a  corporate  executive  and  practicing  law,  representing  unions  like 
the  Steelworkers  and  lUE,  the  Auto  Workers,  one  of  the  locals,  had 
me  on  retainer  and  they  fired  me  because  the  union  was  wasting 
the  $25  a  month  that  they  were  paying  me  as  a  retainer.  So  I  have 
never  forgiven  the  Auto  Workers  for  causing  me  that  terrible  loss 
in  my  practice.  [Laughter.]  But  other  than  that,  I  love  you. 

Please  proceed.  I  tnink  you  know  of  our  5-minute  rule. 

STATEMENTS  OF  OWEN  BIEBER,  PRESffiENT,  UNITED  AUTO- 
MOBILE, AEROSPACE,  AGRICULTURAL  IMPLEMENT  WORK- 
ERS OF  AMERICA,  WASHINGTON,  DC;  LYNN  R.  WILLIAMS, 
PRESIDENT,  UNITED  STEELWORKERS  OF  AMERICA,  WASH- 
INGTON, DC;  AND  WILLIAM  H.  BYWATER,  PRESIDENT,  INTER- 
NATIONAL UNION  OF  ELECTRICAL,  SALARIED,  MACHINE 
AND  FURNITURE  WORKERS,  AFL-CIO,  WASHINGTON,  DC 

Mr.  Bieber.  Yes,  Senator.  Thank  you  very  much,  Mr.  Chairman 
and  committee  members. 

I  might  just  say  that  I  have  to  now  and  then  carry  the  burden 
of  some  of  my  predecessors,  and  it  is  pointed  out  by  you  again  here 
this  morning. 

But  seriously,  I  want  to  thank  you  for  the  opportunity  to  testify 
on  the  subject  of  retiree  health  care  benefits,  and  I  appreciate  what 
Senator  Riegle  and  all  of  you  have  said  in  relationship  to  myself 
and  my  two  colleagues. 

In  scores  of  cases  during  the  last  two  decades,  companies  have 
unilaterally  terminated  or  drastically  reduced  their  retiree  health 
insurance  programs.  I  might  just  add  that  my  home  company  went 
out  of  business  2  years  ago,  and  the  retirees  in  that  company  lost 
all  of  their  insurance. 

In  these  cases,  the  impact  on  retired  workers  and  their  families 
has  been  devastating.  This  has  been  particularly  true  for  those  re- 
tirees who  are  not  yet  eligible  for  Medicare  and  therefore  are  left 
without  any  health  insurance  protection  whatsoever. 

The  onset  of  serious  illness  often  saddles  these  retirees  with  huge 
medical  bills  that  can  wipe  out  a  lifetime  of  savings.  In  those  cases 
where  retirees  are  fortunate  enough  to  obtain  individual  health  in- 
surance policies,  the  high  costs  results  in  a  sharp  drop  in  the  re- 
tiree standard  of  living. 
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The  new  FASB  accounting  rules,  which  require  companies  to  rec- 
ognize health  care  liabilities  for  current  and  future  retirees  in  their 
financial  statements  have  caused  companies  to  begin  to  search  in 
earnest  for  ways  to  cut  these  costs. 

General  Motors  recently  announced  a  one-time  FASB  charge  of 
$20.8  billion  in  1992,  while  Ford  reported  a  one-time  charge  of  $7.5 
billion.  Chrysler's  figures  aren't  out  yet,  but  they  will  be  sizable  as 

well. 

Equally  alarming,  the  Big  Three  automakers  will  each  have  to 
report  substantially  ongoing  charges  for  retiree  health  care  benefits 
each  year.  Thus,  the  FASB  standard  is  likely  to  have  a  major  nega- 
tive impact  on  the  Big  Three  automakers. 

Many  of  the  companies  that  provide  retiree  health  insurance  cov- 
erage, particularly  the  older  companies  in  the  manufacturing  sec- 
tors, have  also  l)een  encountering  growing  competitive  pressures  to 
cut  back  on  coverage  for  their  retirees. 

Health  care  costs  for  employers  in  Japan,  as  the  graph  shows, 
are  approximately  one-third  the  cost  for  employers  in  this  country. 
This  gives  the  Japanese  auto  companies  a  big  cost  advantage  when 
they  import  their  cars  into  our  country.  In  addition,  as  the  chart 
also  shows,  the  transplant  facilities  established  by  Japanese  com- 
panies in  this  country  are  relatively  new;  they  have  very  few,  if 
any,  retirees.  Their  work  force  is  relatively  young.  In  contrast  to 
that,  the  domestic  auto  companies  have  almost  as  many  retirees 
today  as  they  have  active  workers,  and  the  active  workers  are  on 
average  13  years  older  than  the  workers  employed  at  the  trans- 
plant facilities.  These  factors  give  the  Japanese  transplant  facilities 
a  $600  per  car  cost  advantage  over  the  domestic  automakers. 

As  long  as  employers  have  to  compete  on  the  basis  of  their  health 
care  costs,  there  will  be  substantial  pressure  on  companies  to  seek 
ways  to  cut  back  on  health  care  benefits  for  their  retirees.  I  can 
tell  you  that  this  issue  has  been  a  major  problem  in  most  UAW  col- 
lective bargaining  negotiations  in  recent  years.  And  I  tell  you  this 
morning  I  am  much  concerned  that  the  upcoming  negotiations  be- 
tween the  UAW  and  Big  Three  automakers — all  three  contracts 
come  open  this  year — could  lead  to  a  strike  over  this  issue  in  the 
fall  of  1993.  And  if  that  happens,  this  would  seriously  undermine 
prospects  for  the  economic  growth  in  our  country. 

In  fashioning  a  health  care  reform  plan,  the  tJAW  strongly  urges 
the  Clinton  administration  and  Congress  to  incorporate  measures 
which  will  specifically  address  the  retiree  health  care  problem.  To 
do  this,  two  critical  elements  must  be  incorporated  into  any  pro- 
posal. First,  it  must  contain  a  tax  base  financing  mechanism,  be- 
cause this  is  the  only  way  to  eliminate  the  FASB  accounting  prob- 
lem. Second,  the  tax  must  be  uniform  for  all  emplovers.  This  is  cru- 
cial to  eliminating  the  competitive  disadvantage  facing  companies 
with  large  numbers  of  retirees. 

There  are  two  ways  that  these  two  principles  can  be  achieved 
within  the  context  of  national  health  care  reform.  The  UAW  re- 
mains convinced  that  the  best  approach  would  be  the  adoption  of 
a  comprehensive,  single-payor  social  insurance  national  health  care 
program.  We  have  also  supported  proposals  to  expand  Medicare  by 
lowering  the  eligibility  age  to  60  and  expanding  the  range  of  bene- 
fits provided  under  the  program. 
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The  UAW  is  also  prepared  to  explore  the  feasibility  of  industry- 
wide funds  or  purchasing  cooperatives  which  could  provide  health 
insurance  coverage  to  workers  and  retirees  of  specific  industries 
and  could  be  financed  through  a  uniform  tax  on  all  employers  in 
each  industry. 

Another  approach  which  has  been  suggested  bv  California  insur- 
ance commissioner  John  Garamendi  would  simply  allow  individual 
retirees  to  buy  coverage  from  regional  purchasing  cooperatives  for 
an  income-related  premium.  Unfortunately,  this  would  not  solve 
the  underlying  problems  associated  with  financing  retiree  health 
care  benefits.  To  prevent  a  direct  cost  shift  from  employers  to  the 
individual  retirees,  unions  would  be  forced  to  negotiate  for  compa- 
nies to  reimburse  retirees  for  the  income-related  premium.  This 
means  that  companies  with  large  numbers  of  retirees  would  still  be 
faced  with  substantial  FASB  liabilities  and  would  still  be  placed  at 
a  significant  disadvantage. 

The  problems  of  the  Garamendi  plan  proposal  could  be  addressed 
by  requiring  employers  to  provide  coverage  for  retirees  as  well  as 
active  workers  and  by  capping  the  total  amount  any  company  must 
pay  for  health  care  at  a  low  percentage  of  payroll.  This  would  be 
equivalent  to  establishing  a  uniform  payroll  tax-financing  mecha- 
nism. 

In  conclusion,  the  UAW  commends  you,  Mr.  Chairman,  for  hold- 
ing this  hearing  on  retiree  health  care  benefits.  We  look  forward 
to  working  with  you  and  the  other  members  of  these  committees 
as  you  seeK  to  address  this  very  serious  problem. 

We  thank  you  for  the  opportunity  to  be  here  this  morning. 

[The  prepared  statement  of  Mr.  Bieber  follows:] 

Prepared  Statement  of  Owen  Bieber 

Mr.  Chairman,  my  name  is  Owen  Bieber.  I  am  president  of  the  International 
Union,  United  Automobile,  Aerospace  and  Agricultural  Implement  Workers  of  Amer- 
ica (UAW).  I  want  to  thank  you  for  the  opportunity  to  testify  on  behalf  of  1.4  million 
active  and  retired  members  of  the  UAW  and  their  families  on  the  subject  of  retiree 
health  care  benefits. 

The  contracts  negotiated  by  the  UAW  with  the  major  automobile,  aerospace,  agri- 
cultural implement  and  parts  companies  generally  provide  health  insurance  cov- 
erage for  retired  workers  and  their  families.  Retirees  who  are  not  yet  eligible  for 
Medicare  receive  essentially  the  same  health  insurance  coverage  as  active  workers. 
Retirees  who  are  covered  by  Medicare  typically  receive  "wrap  around"  coverage 
which  fills  in  the  difference  between  the  coverage  provided  to  active  workers  and 
the  coverage  provided  under  Medicare. 

The  UAW  is  justifiably  proud  of  its  achievements  in  negotiating  health  insurance 
coverage  for  thousands  of^retired  UAW  members  and  their  families.  We  view  this 
coverage  as  essential  to  providing  security  and  dignity  in  retirement. 

The  General  Accounting  Office  has  estimated  that,  overall,  employer  sponsored  re- 
tiree health  insurance  plans  cover  about  5  million  retirees.  About  2  million,  or  40 
percent,  of  these  persons  are  under  age  65.  Eighty  percent  of  companies  with  retiree 
health  insurance  programs  cover  retirees  under  age  65;  over  60  percent  of  these 
companies  cover  retirees  regardless  of  age. 

Ckarly  there  is  a  pressing  need  to  expand  coverage  under  employer  sponsored  re- 
tiree health  insurance  programs.  Unfortunately,  individuals  who  currently  have  re- 
tiree health  benefits  are  increasingly  in  danger  of  losing  this  essential  protection. 

In  scores  of  all  too  many  situations  during  the  last  two  decades,  employers  have 
unilaterally  terminated  or  drastically  reduced  their  retiree  health  insurance  pro- 

frams.  This  has  oflen  occurred  in  the  context  of  plant  closings  and  bankruptcies, 
ut  there  are  scores  of  other  cases  in  which  employers  have  attempted  to  terminate 
their  retiree  health  insurance  programs  or  reduce  benefits  substantially. 

TTie  testimony  by  the  preceding  panel  of  witnesses  provides  vivid  examples  of 
these  tragic  situations.  The  UAW  is  directly  involved  in  the  struggle  against  the  cut- 
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backs  in  retiree  health  insurance  coverage  ordered  by  Unisys.  We  represent  about 
3,000  retirees  in  the  Detroit  area,  and  have  filed  suit  in  an  effort  to  force  Unisys 
to  reinstate  their  health  care  benefits.  ,     „     ., 

Unfortunately,  the  stories  told  by  the  preceding  panel  of  witnesses  are  not  un- 
usual. The  UAW  currently  is  involved  in  scores  of  similar  cases.  As  my  collea^es 
on  this  panel  can  verify,  other  unions  have  also  encountered  numerous  situations 
where  employers  have  tried  to  terminate  or  substantially  reduce  retiree  health  care 

benefits.  ^  ,  .      ,  n-  ^     ^i.     •  * 

In  cases  where  employers  have  been  successful  m  these  eflorts,  the  impact  on  re- 
tired workers  and  their  families  has  been  devastating.  This  has  been  particularly 
true  for  those  retirees  and  their  spouses  and  dependents  who  are  not  yet  ehgible 
for  Medicare,  and  therefore  are  left  without  any  health  insurance  protection  whatso- 

6V6T* 

Very  often,  retired  workers  cannot  replace  the  health  insurance  coverage  which 
is  lost  when  the  employer-sponsored  program  is  terminated.  It  is  almost  impossible 
for  retirees  to  re-enter  the  work  force  and  obtain  group  coverage.  Individual  pohoes 
may  not  be  available  at  any  price  for  older  individuals  with  serious  medical  condi- 
tions who  are  frequently  considered  "uninsurable"  by  private  insurance  companies. 
If  health  insurance  coverage  is  lost,  retired  woricers  and  their  families  find  access 
to  needed  medical  services  difficult,  if  not  impossible,  to  obtain. 

The  termination  of  employer-sponsored  retiree  health  insurance  programs  also 
causes  significant  financial  hardship  for  retirees.  When  retirees  cannot  replace  the 
lost  health  insurance  coverage,  the  onset  of  serious  ilhiess  invariably  saddles  them 
with  huge  medical  bills  that  can  wipe  out  a  lifetime  of  savings.  In  those  cases  where 
the  retirees  are  fortunate  enough  to  obtain  individual  health  insurance  policies,  the 
high  cost  is  a  terrible  burden  made  heavier  when  living  on  fixed  incomes.  The  result 
is  a  sharp  drop  in  the  retirees'  standard  of  living.  Years  of  planning  for  retirement, 
with  all  of  its  expectations,  are  destroyed.  r  n      •       ..u    * 

The  serious  psychological  trauma  which  is  suffered  by  retirees  foUowing  the  ter- 
mination of  employer-sponsored  retiree  health  insurance  programs  cannot  h^tly  be 
dismissed.  The  retirees  are  suddenly  faced  with  the  prospect  of  having  to  five  in  con- 
stant fear  of  becoming  ill,  not  knowing  whether  they  will  be  able  to  obtain  needed 
health  care  because  of  limited  resources  to  pay  for  such  care.  They  are  faced  with 
an  abrupt  change  in  retirement  expectations.  In  many  cases,  the  decision  to  retire 
is  based  in  large  part  on  the  expectation  that  the  employer  will  contmue  to  provide 
and  pay  for  health  insurance  coverage  for  the  rest  of  the  retiree's  life.  When  this 
expectation  is  suddenly  destroyed,  the  retirees  have  very  little  recourse.  They  can- 
not undo  their  retirement  or  start  a  new  career. 

Complete  termination  of  retiree  health  insurance  programs  is  not  the  only  danger 
facing  retirees.  More  and  more  employers  have  reduced  the  benefits  provided  under 
these  programs.  Sometimes  these  cutbacks  are  applied  to  current  retirees;  in  other 
cases,  they  are  simply  imposed  on  future  retirees.  In  some  cases,  the  cutbacks  take 
the  form  of  increased  deductibles,  copayments  and  premium  sharing  by  retirees. 
More  recently,  there  has  been  growing  pressure  from  employers  to  change  the  basic 
plan  design  from  a  defined  benefit  approach,  which  guarantees  retirees  a  specific 
health  care  benefit  package,  to  a  defined  contribution  approach,  which  only  promises 
a  certain  monetary  contribution  to  the  retirees.  Regardless  of  the  approach  taken 
by  an  employer,  the  result  is  a  reduction  in  the  protections  afibrded  to  retirees 
under  the  employer-sponsored  retiree  health  insurance  program  and  a  reduction  m 
their  standard  of  living.  ,11.  u 

Although  companies  have  been  attempting  to  cut  back  on  retiree  health  care  bene- 
fits since  the  early  seventies,  the  problem  has  become  more  pervasive  in  recent 
years.  Today,  employers  try  to  justify  these  cutbacks  based  on  changes  in  accounting 
rules  for  post-retirement  health  insurance  benefits  which  have  been  promulgated  by 
the  Financial  Accounting  Standards  Board  (FASB).  r     t^       ^    ■ 

In  1990,  FASB  issued  its  standard  (FAS  106)  on  Accounting  for  Post  Retu^ment 
Benefits  Other  Than  Pensions  (OPEB).  Beginning  in  1993,  this  standard  requires 
companies  to  recognize  retiree  health  liabilities  for  current  and  future  retirees  on 
their  financial  statements.  This  change  has  moved  employer  sponsored  retiree 
health  benefits  to  the  "crisis"  category,  and  companies  have  begun  to  search  in  ear- 
nest for  a  way  to  cut  these  costs. 

General  Motors  recently  announced  a  one-time  FAS  106  charge  of  20.8  bilhon  m 
1992,  while  Ford  reported  a  one-time  charge  of  $7.5  billion.  Chrysler's  charge  is  also 
likely  to  be  sizeable.  Equally  alarming,  the  Big  Three  automakers  will  each  have 
to  report  substantial  ongoing  charges  for  retiree  health  care  benefits  each  year.  For 
GM  the  yearly  charge  will  be  about  $1.8  billion.  By  comparison,  even  in  its  best 
years  GM  only  made  a  profit  of  about  $3  billion.  Thus,  the  FAS  106  standard  is 
likely  to  have  a  major  negative  impact  on  the  Big  Three  automakers.  This  was  dem- 
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onstrated  when  GM's  securities  were  downgraded  shortly  after  it  announced  the 
FAS  106  charge  for  1992. 

In  addition  to  the  FASB  accounting  rules,  there  are  three  other  major  reasons 
why  companies  are  so  concerned  about  cutting  back  on  their  retiree  health  insur- 
ance liabilities.  First,  like  health  care  costs  generally,  the  costs  associated  with  re- 
tiree health  care  benefits  have  been  rising  sharply.  Throughout  the  1980s,  and  con- 
tinuing through  today,  the  Medical  Care  component  of  the  Consumer  Price  Index 
has  risen  mucn  faster  than  the  overall  Consumer  Price  Index.  As  these  out  of  con- 
trol increases  have  continued,  more  and  more  of  the  resources  of  companies  have 
had  to  be  devoted  to  maintaining  health  insurance  coverage,  including  coverage  for 
retirees.  This  has  forced  employers  to  begin  to  look  for  ways  of  reducing  all  oi  their 
health  care  costs,  including  those  associated  with  retirees. 

Second,  in  the  coming  years  the  number  of  workers  who  will  reach  retirement  wiU 
continue  to  grow.  In  1990,  12  percent  of  Americans  were  age  65  or  older;  by  2030, 
this  number  is  projected  to  reach  as  hi^  as  24  percent.  Overall,  the  elderly  use 
more  health  care  services  than  others  in  the  population,  adding  even  greater  cost 
pressure  for  companies  financing  retiree  health  coverage. 

Third,  many  of  the  companies  that  provide  retiree  health  insurance  coverage — 
particularly  older  companies  in  the  manufacturing  sector — have  been  encountering 
growing  competitive  pressures  to  cut  back  on  coverage  for  retirees.  These  employers 
lace  competition  from  foreign  companies  which  operate  under  national  health  care 
programs  that  do  a  much  better  job  of  containing  health  care  costs,  and  distribute 
the  burden  of  retiree  health  care  costs  across  the  entire  society.  These  employers 
also  face  competition  from  younger,  domestic  companies  which  have  a  much  lower 
ratio  of  retirees  to  active  workers,  and  therefore  do  not  have  to  bear  the  same  bur- 
den of  retiree  health  care  costs. 

Health  care  costs  for  employers  in  Japan  are  approximately  one-third  the  costs 
for  employers  in  this  country.  This  gives  the  Japanese  auto  companies  a  big  cost 
advantage  when  they  import  cars  into  this  country.  In  addition,  tne  transplant  fa- 
cilities estabUshed  by  the  Japanese  companies  in  this  country  are  relatively  new. 
They  have  very  few  retirees.  Their  work  force  is  relatively  young.  In  contrast,  the 
domestic  auto  companies  have  almost  as  many  retirees  as  active  workers,  and  the 
active  workers  are  on  average  13  years  older  than  the  workers  employed  at  the 
transplant  facilities.  These  factors  give  the  Japanese  transplant  facilities  a  consider- 
able cost  advantage  over  the  domestic  companies.  A  study  by  the  University  of 
Michigan  Transportation  Research  Institute  estimated  that  the  Japanese  transplant 
facilities  have  a  $600  per  car  cost  advantage  over  the  Big  Three  automakers  attrib- 
utable solely  to  differences  in  health  care  costs.  Similar  dynamics  are  at  work  in 
other  major  industries,  including  agricultural  implements,  steel,  mining,  tele- 
communications, and  airlines. 

As  long  as  employers  have  to  compete  on  the  basis  of  their  health  care  costs,  there 
wiU  be  substantial  pressure  on  employers  to  seek  ways  to  reduce  these  costs,  and 
in  particular,  to  cut  back  on  health  care  benefits  for  retirees.  I  can  tell  you  that  re- 
tiree health  care  costs  and  employer  demands  to  cut  back  on  these  benefits  have 
been  a  major  issue  in  most  UAW  collective  bargaining  negotiations  in  recent  years. 
We  have  consistently  resisted  employer  attempts  to  reduce  these  benefits  at  the  bar- 
gaining table.  Instead  of  cutting  benefits,  we  have  urged  employers  to  try  to  find 
ways  of  containing  the  overall  escalation  of  health  care  costs  through  a  variety  of 
managed  care  programs,  including  HMO's  and  PPO's. 

The  widely-publicized  strikes  against  Pittston  and  Nynex  were  caused  in  large 
part  by  employer  efforts  to  cut  back  on  retiree  health  care  benefits.  WhUe  these 
cases  received  much  publicity,  the  same  story  has  been  repeated  in  other  sets  of  ne- 
gotiations across  this  country. 

Unless  prompt  action  is  taken  to  address  the  problems  associated  with  financing 
retiree  health  care  benefits,  I  am  concerned  that  the  upcoming  negotiations  between 
the  UAW  and  the  Big  Three  automakers  could  lead  to  a  strike  over  this  issue  in 
the  fall  of  this  year.  General  Motors  has  already  cut  retiree  health  coverage  for  its 
salaried  retirees.  The  UAW  is  committed  to  fighting  any  attempt  to  impose  similar 
cutbacks  on  hourly  retirees.  If  we  are  forced  into  a  prolonged  strike  over  this  issue, 
this  could  seriously  undermine  prospects  for  economic  growth  in  the  country. 

While  it  is  critically  important  tnat  retiree  health  care  benefits  be  preserved,  it 
is  also  vital  that  steps  be  taken  to  address  the  factors  which  are  putting  pressure 
on  companies  to  reduce  or  eliminate  these  benefits.  Unless  steps  are  taken  to  ad- 
dress the  problems  created  by  the  FASB  accounting  rules  and  the  competitive  dis- 
advantage faced  by  older  manufacturing  companies,  there  wUl  continue  to  be  signifi- 
cant retrenchment  and  job  loss  in  certain  key  manufacturing  industries.  Many  of 
the  companies  with  large  retiree  health  liabilities  are  facing  declining  market  share, 
resulting  in  lower  production  and  employment.  This  in  turn  can  create  a  vicious 
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cycle.  As  these  companies  downsize,  the  ratio  of  retirees  to  active  workers  increases. 
The  FASB  problem  and  competitive  disadvantage  become  worse.  There  is  a  further 
decline  in  market  share,  followed  by  more  cutbacks  in  production  and  additional  job 
loss.  In  the  end,  companies  may  have  to  file  for  bankruptcy,  or  many  even  be  forced 
entirely  out  of  business. 

The  recent  problems  at  Navistar  provide  a  clear  example  of  this  potential  danger. 
Navistar  has  three  retirees  for  every  active  worker.  This  year  it  became  apparent 
that  the  survival  of  the  compainy  and  the  jobs  of  the  7,500  active  UAW  employees 
(and  11,000  total  employees)  were  threatened  by  the  size  of  the  company's  retiree 
health  liability.  After  painstaking,  difficult  negotiations,  the  UAW  was  successful  in 
reaching  a  solution  with  Navistar  which  allows  the  company  to  continue  in  business, 
while  protecting  a  modified  level  of  retiree  health  benefits.  Make  no  mistake,  how- 
ever, these  negotiations  required  serious  changes  and  sacrifices  for  UAW-Navistar 
active  workers  and  for  all  Navistar  retirees. 

In  the  past  the  UAW  has  pursued  various  strategies  in  an  effort  to  combat  at- 
tempts by  employers  to  unilaterally  reduce  or  cancel  health  insurance  coverage  for 
retired  workers  and  their  families.  We  have  filed  numerous  law  suits  contending 
that  retiree  health  insurance  is  a  vested,  lifetime  benefit,  promised  by  employers  for 
the  duration  of  retirement,  which  may  not  be  reduced  once  a  worker  (whether  union 
or  nonunion)  retires.  Since  the  retiree  has  rendered  all  of  his  or  her  promised  serv- 
ices to  the  employer,  upwn  retirement  he/she  is  entitled  to  get  the  benefits  the  em- 
ployer has  promised  in  return,  and  the  employer  may  not  renege  on  its  commitment. 
These  principles  have  been  recognized  by  some  courts.  See,  e.g.,  UAW  v.  Yard-Man. 
716  F.2d  1476  (6th  Cir.  1983),  cert,  denied  104  S.  Ct.  1002  (1984);  UAW  v.  Cadillac 
Malleable  Iron  Co..  Inc..  728  F.2d.  807  (6th  Cir.  1984);  Local  150-A.  UFCW  v.  Du- 
buque Packing,  756  F.  2e  (8th  Cir.  1985).  It  is  disturbing  to  note,  however,  that  in 
other  court  decisions,  retirees  have  been  denied  their  lifetime  health  benefits. 

The  UAW  also  was  in  the  forefront  of  the  struggle  to  enact  legislation  to  prevent 
employers  from  using  the  bankruptcy  code  to  evade  their  obligations  to  retirees. 
After  LTV  Corp.  filed  for  bankruptcy  and  terminated  its  retiree  health  insurance 
program  in  July  1986,  the  UAW  and  Steelworkers  worked  with  Senator  Metzen- 
Daum  to  enact  the  Retiree  Benefits  Bankruptcy  Protection  Act  of  1988.  This  impor- 
tant legislation  prohibits  companies  from  unilaterally  terminating  health  insurance 
coverage  for  retirees  upon  filing  for  bankruptcy.  Instead,  companies  must  continue 
paying  such  benefits  until  the  authorized  representative  of  the  retirees  agrees  to 
modifications,  or  a  court  determines  that  modifications  are  necessary  to  permit  reor- 
ganization of  the  company  and  are  fair  and  equitable  to  the  retirees  and  aU  other 
interested  parties.  Any  plan  of  reorganization  must  provide  for  the  continued  pay- 
ment of  retiree  insurance  benefits  at  the  level  agreed  to  by  the  authorized  rep- 
resentative of  the  retirees,  or  determined  by  the  court  to  be  "necessary,  fair,  and 
equitable."  This  landmark  legislation  will  prevent  companies  like  LTV  from  using 
the  bankruptcy  code  as  a  device  to  arbitrarily  reduce  or  eliminate  retiree  health  in- 
surance coverage. 

However,  this  bankruptcy  legislation  and  the  litigation  dealing  with  the  vesting 
of  retiree  health  insurance  benefits  cannot  provide  a  complete  solution  to  the  prob- 
lems facing  retirees  and  their  families.  Unfortunately,  as  long  as  our  health  care 
system  relies  on  employer-sponsored  health  insurance  coverage,  we  will  have  to  face 
the  fact  that  companies  sometimes  find  themselves  in  difficult  financial  situations, 
and  sometimes  even  fail.  The  bankruptcy  legislation  and  litigation  can  stop  unscru- 
pulous companies  from  evading  their  obligations  to  retirees,  but  cannot  protect  retir- 
ees from  losing  headth  insurance  benefits  in  situations  where  companies  legitimately 
do  not  have  the  resources  to  pay  for  the  benefits.  Future  retirees  will  always  be  at 
risk,  depending  on  the  economic  situation  of  their  employer. 

Some  have  argued  that  the  "solution"  to  the  retiree  health  insurance  problem  is 
to  allow  eniployers  to  "pre-fund"  these  benefits  on  a  tax  favored  basis.  There  are 
a  number  of  problems  with  this  approach.  It  would  certainly  result  in  a  large  reve- 
nue loss  to  the  Federal  Government,  which  would  only  serve  to  aggravate  our  al- 
ready serious  budget  deficit.  It  is  doubtful  that  this  would  lead  to  any  improvement 
in  health  insurance  coverage  for  retirees.  Most  older  manufacturing  companies  that 
are  under  competitive  pressure  to  reduce  retiree  health  benefits  would  not  have  the 
resources  to  "pre-fiind  these  benefits,  even  on  a  tax  favored  basis.  This  approach 
would  not  alleviate  the  underlying  competitive  pressures  on  these  companies. 

Others  have  argued  that  the  limited  transfers  of  so-called  "excess"  pension  assets, 
permitted  under  the  budget  reconciliation  legislation  enacted  in  1990,  should  be  ex- 
panded. The  UAW  believes  that  the  monies  contributed  to  pension  funds  should  be 
retained  exclusively  for  use  in  connection  with  providing  retirement  income  to  the 
participants  and  beneficiaries.  We  should  not  allow  employers  to  direct  those  assets 
lor  other  purposes  because  this  will  undermine  the  retirement  income  security  of 
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workers  and  retirees.  In  addition,  most  older  manufacturing  companies  with  large 
retiree  health  insurance  liabilities  do  not  have  so-called  excess"  person  assets. 
Thus,  this  approach  cannot  provide  a  general  solution  to  the  retiree  health  insur- 
ance problem. 

However,  if  Congress  should  decide  to  approve  tax  favored  pre-funding  or  ex- 
panded transfers  ofpension  assets  for  retiree  health  benefits,  the  UAW  believes  that 
vesting  and  accrual  standards  should  be  adopted  for  retiree  health  benefits.  Current 
retirees,  as  well  as  fiiture  retirees,  must  be  protected  from  arbitrary  reduction  or 
elimination  of  their  benefits.  The  same  types  of  protections  have  long  been  required 
as  the  quid  pro  quo  for  tax  favored  funding  of  pension  benefits.  The  same  principles 
should  DC  applied  to  retiree  health  benefits. 

Retiree  health  insurance  benefits  are  not  simply  a  gift  or  gratuity  which  the  em- 
ployer bestows  upon  workers  when  they  retire.  These  benefits  represent  a  form  of 
deferred  compensation,  which  is  earned  by  workers  over  their  entire  working  ca- 
reers. In  effect,  workers  forego  higher  wages  and  other  benefits  in  exchange  for  the 
promise  of  health  insurance  benefits  during  their  retirement.  Thus,  it  is  simplv  un- 
fair to  allow  employers  to  renege  on  their  part  of  the  bargain,  and  to  arbitrarily  re- 
duce or  eliminate  retiree  health  insurance  oenefits  for  individuals  who  have  already 
retired,  or  for  active  workers  who  have  performed  long  periods  of  service  for  the  em- 
ployer. 

In  the  end,  the  only  way  to  solve  the  retiree  health  insurance  crisis  is  through 
comprehensive  national  health  care  reform  legislation.  This  offers  the  only  effective 
means  of  guaranteeing  health  insurance  coverage  for  retirees,  while  at  the  same 
time  containing  escalating  costs  and  assuring  equitable  financing. 

The  UAW  commends  President  Clinton  for  making  national  health  care  reform 
one  of  the  top  priorities  for  his  administration.  We  pledge  to  work  with  the  Presi- 
dent and  with  Congress  to  help  make  national  health  care  reform  a  reality  this 
year. 

In  fashioning  a  national  health  care  reform  plan,  the  UAW  strongly  urges  the  Ad- 
ministration and  Congress  to  incorporate  measures  which  will  specifically  address 
the  retiree  health  care  problem.  To  do  this,  two  critical  elements  must  be  incor- 

¥  orated  into  any  proposal.  First,  it  must  contain  a  tax-based  financing  mechanism, 
his  is  the  only  way  to  eliminate  the  FASB  accounting  problem.  Second,  the  tax 
must  be  uniform  for  all  employers.  This  is  crucial  to  eliminating  the  competitive  dis- 
advantage facing  companies  with  large  numbers  of  retirees. 

Both  of  these  principles  are  already  incorporated  into  this  country's  two  most  im- 
portant social  programs.  Medicare  and  Social  Security.  All  employers  currently  pay 
uniform  taxes  (i.e.  the  same  percentage  of  wages)  in  order  to  provide  a  basic  level 
of  health  care  benefits  and  a  basic  level  of  retirement  income  to  persons  who  are 
65  years  of  age  or  older.  The  same  principles  should  now  be  extended  to  the  financ- 
ing of  all  health  insurance  benefits,  and  in  particular,  to  the  financing  of  complete 
health  care  coverage  for  all  retirees,  regardless  of  age.  Only  then  will  employers  be 
relieved  of  the  burden  of  having  to  compete  on  the  oasis  of  health  care  costs.  This 
would  establish  a  "level  playing  field",  with  all  employers  sharing  equally  in  the 
costs  of  providing  health  care  protection  to  retired  workers  and  their  families. 

There  are  a  number  of  ways  these  two  principles  can  be  achieved  within  the  con- 
text of  comprehensive  national  health  care  reform  legislation.  The  UAW  remains 
convinced  that  the  best  approach  would  be  the  adoption  of  a  single  payer,  social  in- 
surance national  health  care  program.  Such  a  program  would  guarantee  all  Ameri- 
cans access  to  comprehensive  health  care  benefits,  while  effectively  containing  rising 
health  care  costs.  Individuals  would  be  assured  of  continued  health  insurance  cov- 
erage, regardless  of  their  employment  status.  Retirees,  as  well  as  active  workers, 
would  no  longer  have  to  fear  cutbacks  in  benefits  or  the  total  cancellation  of  their 
in.surance  coverage.  At  the  same  time,  such  a  program  would  establish  a  "level  play- 
ing field"  between  all  employers  by  requiring  every  employer  to  share  in  the  costs 
of  providing  health  insurance  protection  to  retirees  and  active  workers.  It  would  also 
eliminate  the  FASB  reporting  obligation  by  relying  on  a  tax-based  financing  mecha- 
nism. 

The  UAW  has  also  supported  proposals  to  expand  Medicare,  by  lowering  the  eligi- 
bility age  to  60  and  expanding  the  range  of  benefits  provided  under  the  program. 
Although  this  approach  would  not  provide  a  total  solution  to  the  retiree  health  care 
crisis,  it  would  go  a  long  way  towards  limiting  the  FASB  Habilities  and  reducing 
the  competitive  inequities  faced  by  older  companies  with  large  numbers  of  retirees. 

The  LTAW  also  is  prepared  to  work  with  the  Clinton  administration  and  Congress 
to  explore  the  feasibility  of  establishing  industry  wide  funds  or  purchasing  coopera- 
tives which  would  provide  health  insurance  coverage  to  workers  and  retirees  in  spe- 
cific industries.  This  type  of  approach  has  already  been  approved  by  Confess  in  the 
comprehensive  energy  legislation  enacted  last  year,  in  order  to  solve  the  problem 
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of  "orphan"  retirees  in  the  mine  industry.  This  could  provide  a  useful  model  for 
other  industries.  If  the  benefits  provided  under  an  industry  fund  or  purchasing  coop- 
erative were  financed  through  a  uniform  tax,  such  as  a  federal  excise  tax,  this  would 
eliminate  the  FASB  accounting  obligation  and  would  also  establish  a  level  playing 
field  between  all  employers  in  the  industry.  At  the  same  time,  the  fund  would  be 
able  to  guarantee  continued  coverage  for  retirees  regardless  of  plant  closings  or 
bankruptcies  by  specific  employers.  ....  ^ 

Another  approach  which  has  been  suggested  by  Califorma  insurance  Commis- 
sioner John  Garamendi  would  simply  allow  individual  retirees  to  buy  coverage  from 
regional  purchasing  cooperates  for  an  income-related  premium.  Although  this  might 
reduce  the  cost  of  coverage  for  some  retirees,  it  would  not  solve  the  underlying  prob- 
lems associated  with  financing  retiree  health  insurance  benefits.  To  prevent  a  direct 
cost  shift  from  employers  to  the  individual  retirees,  unions  would  be  forced  to  nego- 
tiate for  companies  to  reimburse  retirees  for  the  income-related  premium.  This 
means  that  companies  with  large  numbers  of  retirees  would  still  be  faced  with  sub- 
stantial FASB  liabilities  and  would  still  be  placed  at  a  significant  competitive  dis- 
advantage. And  retirees  would  still  have  to  face  the  possibility  of  losing  this  em- 
ployer reimbursement  in  the  event  of  plant  closings  and  bankruptcies. 

iTie  problems  in  the  Garamendi  proposal,  however,  could  be  addressed  through 
two  changes.  If  employers  were  required  to  provide  coverage  for  retirees,  as  well  as 
active  workers,  and  if  the  total  amount  any  company  was  required  to  pay  for  health 
care  was  capped  at  a  low  percentage  of  payroll,  this  would  be  equivalent  to  a  payroll 
tax  financing  mechanism.  This  in  turn  would  eliminate  the  FASB  accounting  obliga- 
tions and  the  competitive  inequities  facing  companies  with  large  numbers  of  retir- 
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In  closing,  Mr.  Chairman,  I  would  like  to  stress  that  the  UAW  is  deeply  commit- 
ted to  the  enactment  this  year  of  comprehensive  national  health  care  reform.  The 
urgency  of  the  health  care  crisis  for  retired  workers  and  their  families  makes  a  solu- 
tion in  the  near  term  an  absolute  necessity.  At  the  same  time  that  we  tackle  the 
general  problem  of  rising  health  care  costs  and  inade<^uate  access  to  health  care  for 
&ie  millions  of  uninsured  and  under-insured  persons  in  this  country,  we  must  also 
fmaUy  solve  the  retiree  health  care  problem. 

The  UAW  commends  you  for  holding  this  hearing  on  retiree  health  care  benefits. 
We  look  forward  to  working  with  you  and  the  other  members  of  these  committees 
as  you  seek  to  address  this  problem  in  the  context  of  overall  national  health  care 
reform.  Thank  you. 

Senator  Metzenbaum.  Thank  you  very  much,  Mr.  Bieber,  for  a 
very  powerful  statement. 

Mr.  Lynn  Williams,  we  are  very  happy  to  have  you  with  us  this 
morning.  All  three  of  you  have  been  such  magnificent  spokes- 
persons for  the  working  people  of  this  country,  and  it  is  truly  a 
great  pleasure  and  privilege  to  have  you  with  us  today. 

Mr.  Williams.  Thank  you  very  much,  Mr.  Chairman,  Senator 
Riegle,  and  Senators.  Thank  you  for  all  the  kind  words  you  have 
been  saying  about  myself  and  my  colleagues.  Thank  you  particu- 
larly. Senator  Wofford,  for  such  enthusiastic  comments  about  a  fel- 
low Pennsylvanian.  All  of  this  is  much  appreciated — I  hope  I  am 
not  using  up  my  five  minutes,  but  I  guess  I  am. 

Senator  METZENBAUM.  No.  If  you  say  nice  things  about  commit- 
tee members,  we  allow  extra  time.  [Laughter.] 

Mr.  Williams.  I  was  going  to  say,  and  Senator  Jeffords  was  out 
of  the  room  when  I  was  thmking  about  this,  but  I  was  going  to 
comment,  however,  if  Senator  Jeffords  will  excuse  me,  on  what  a 
privilege  it  has  been  to  work  with  the  four  others  of  you  over  all 
the  years,  and  the  close  association  that  we  have  enjoyed  in  dif- 
ferent circumstances,  but  all  for  the  same  excellent  purposes. 

So  I  want  particularly  to  thank  you  all  for  the  opportunity  to 
give  evidence  here  this  morning,  and  I'll  try  to  hope  through  my 
testimony  and  make  it  within  the  five  minutes. 

We  meet  at  a  critical  time,  of  course,  for  all  health  care  in  the 
United  States,  including  the  retiree  insurance  system,  as  we  see 
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company  after  company  coming  back  or  eliminating  retiree  health 
benefits,  we  note  a  new  kind  of  employer  implementing  the  cut- 
backs. 

For  the  past  10  years,  it  has  been  troubling  enough  for  finan- 
cially pressed  companies  to  use  bankruptcy  as  an  expediency  to  cut 
off"  retiree  health  benefits  unnecessarily.  Senator  Metzenbaum,  you 
of  course  led  the  effort  to  roll  back  that  practice  in  response  to  the 
LTV  case.  Today,  assaults  on  retiree  health  benefits  come  as  well 
from  big  companies,  not  in  bankruptcy,  including  some  of  the  For- 
tune 500,  as  you  have  been  hearing  this  morning,  their  names  in- 
cluding Primerica,  McDonnell  Douglas,  Unisys,  John  Morrell,  and 
others.  As  they  look  ahead,  many  other  large  and  medium  busi- 
nesses report  plans  to  reduce  health  benefits  for  retirees. 

From  any  perspective  this  is  unacceptable.  For  a  retired  Amer- 
ican, any  reduction  of  health  insurance  is  one  of  life's  most  threat- 
ening experiences,  financially  and  psychologically.  Where  retirees 
suffer  the  wholesale  loss  of  these  benefits,  they  ensure  a  robbery 
of  their  settled  expectations  about  retirement,  a  truly  nightmarish 
ordeal. 

No  matter  how  hard  and  productively  you  may  work,  you  can 
never  be  sure  that  your  company  will  meet  your  health  needs  in 
retirement. 

So  long  as  companies  engage  in  competition  by  cutting  retiree 
health  benefits,  we  are  in  peril.  A  single  corporation  may  believe 
it  will  thrive  this  way,  and  its  stockholders  may  cheer  as  compa- 
nies wipe  hundreds  of  millions  in  accrued  obligations  off  their  bal- 
ance sheets.  But  a  society,  an  economy,  and  a  democracy  cannot 
and  should  not  tolerate  this. 

All  of  us  are  familiar  with  data  showing  the  high  cost  of  health 
care  in  the  United  States.  When  one  focuses  on  retiree  health  care 
in  the  United  States,  there  is  abundant  evidence  of  cost  escalation, 
whether  one  focuses  on  Medicare  or  company-paid  programs. 

As  for  company-provided  insurance,  let  me  offer  the  costs  of  the 
retiree  health  program  in  the  steel  industry  as  an  example.  As  you 
may  know,  steel  companies  provide  their  retirees  a  basic  program 
of  hospital  and  physicians'  coverage  at  no  cost.  However,  steel  retir- 
ees have  traditionally  had  to  pay  out  of  their  own  pockets  for  the 
additional  cost  of  what  we  refer  to  as  major  medical  coverage,  un- 
less, of  course,  they  decline  it.  Major  medical  primarily  covers  pre- 
scription drugs  and  doctors'  office  visits. 

In  just  7  years,  from  1987  until  this  year,  the  total  costs  of  re- 
tiree major  medical  coverage  increased  over  225  percent.  This  rise 
grew  so  significantly  that  in  1990,  our  union  bargained  with  the 
steel  companies  to  require  them  to  share  half  the  cost  of  major 
medical  coverage  with  retirees.  Even  with  this  significant  gain, 
however,  the  payments  required  of  retirees  have  climbed  over  the 
last  7  years  by  100  percent  for  non-Medicare  retirees  and  by  89 
percent  for  those  on  Medicare. 

It  is  beyond  my  time  limit  to  recite  every  cause  of  health  cost  in- 
creases, but  they  include  the  following:  overall  medical  inflation; 
the  excessive  cost  of  drugs — in  our  industries,  drug  costs  can  make 
up  as  much  as  two-thirds  of  the  cost  of  optional  major  medical  cov- 
erage for  those  retirees  over  65 — cost-shifting  by  Medicare  to  em- 
ployer plans;  the  new  accounting  standard  that  requires  companies 


35 

to  more  accurately  disclose  their  accrued  retiree  health  liabilities, 
and  in  mature  industries  like  steel  and  auto,  a  high  ratio  of  retir- 
ees to  actives.  In  the  steel  industry,  this  is  of  course  the  result  of 
the  painful  reductions  in  capacity  and  man-hours  that  have,  to  be 
sure,  made  American  steel  the  most  productive  in  the  world. 

On  this  last  point,  let  me  note  that  in  the  steel  industry,  overall 
health  costs  for  employees  and  retirees  now  average,  according  to 
a  very  recent  Congressional  Research  Service  report,  $4.20  for 
eveiy  hour  worked.  Our  foreign  competitors  pay  far,  far  less. 

While  these  are  some  of  the  reasons  for  rising  costs,  there  is  a 
second  factor  underlying  retiree  health  care  cutbacks,  and  it  is  the 
willingness  of  some  courts  to  allow  cutbacks  in  what  were  under- 
stood to  be  vested  entitlements  to  retiree  health.  Our  union  has  re- 
cently experienced  a  leading  example  of  this  in  the  U.S.  Court  of 
Appeals  for  the  Seventh  Circuit,  located  in  Chicago.  In  that  case, 
called  Senn  v.  United  Dominion  Industries,  Inc.,  a  labor  contract 
was  silent  on  the  precise  question  of  how  long  retired  steelworkers 
were  entitled  to  health  care  coverage. 

Following  traditional  principles,  a  jury  looked  at  all  of  the  facts 
and  circumstances  and  found  that  the  company  and  union  had  in- 
tended the  retirees  to  receive  health  coverage  for  life.  On  appeal, 
the  Seventh  Circuit  nullified  this  victory  and  declared  a  new  legal 
rule  that  contract  silence  will  automatically  be  read  to  mean  that 
retirees  lose,  no  matter  how  much  the  surrounding  facts  and  con- 
duct may  suggest  retirees  should  win. 

We  have  asked  the  Supreme  Court  to  agree  to  hear  the  Senn 
case,  and  that  request  is  now  pending.  We  all  know  that  retiree 
health  benefits  are  in  fact  an  entitlement  earned  over  a  lifetime  of 
labor.  In  the  months  ahead,  we  may  well  need  to  approach  your 
committees  concerning  the  Senn  case  and  its  implications  for  legis- 
lation. 

Finally,  let  me  offer  a  general  direction  for  solutions  in  this  area. 
The  Steelworkers  Union  and  four  major  steel  companies  have 
worked  together  on  a  long-term  study  of  the  overall  health  care 
problem.  Our  union  and  the  management  of  these  companies  have 
agreed  to  give  our  support  here  in  Congress  to  an  all-payor/pay  or 
play  system.  Under  this  approach  to  health  care  reform,  employers 
would  be  encouraged  to  provide  health  coverage  to  employees,  but 
if  they  chose  not  to,  they  would  be  required  to  contribute  a  payroll 
tax  to  a  public  insurance  program.  The  proposal  includes  detailed 
cost  containment  provisions. 

In  addition,  let  me  emphasize  that  a  key  component  of  the  pro- 
posal is  the  lowering  of  eligibility  age  for  Medicare  to  age  60.  It 
would  reduce  the  competitive  disadvantage  for  companies  with 
high  ratios  of  retirees  to  employees  and  reverse  the  cost-shifting 
from  Medicare  to  private  plans.  This  would  at  least  begin  to  level 
the  plaving  field  faced  by  our  industries. 

In  addition,  the  steel  industry  proposal  would,  for  retirees  under 
the  age  of  60,  allow  employers  to  cover  these  individuals  by  paying 
into  the  public  plan  at  the  same  rate  charged  for  an  active  worker. 

Mr,  Chairman,  retiree  insurance  is  a  broad  and  vitally  important 
topic.  I  have  touched  on  some  of  its  major  aspects,  but  in  the  inter- 
est of  time,  will  conclude,  and  thank  you  again  for  the  opportunity 
to  be  here. 
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[The  prepared  statement  of  Mr.  Williams  follows:] 

Prepared  Statement  of  Lynn  R.  Williams 

Senators,  I  am  Lvnn  Williams,  president  of  the  United  Steelworkers  of  America, 
and  I  want  to  thank  you  on  behalf  of  our  members  and  retirees  for  the  opportunity 
to  testify  at  this  hearing. 

We  meet  at  a  critical  time,  of  course,  for  all  health  care  in  the  United  States,  in- 
cluding the  retiree  insurance  system.  As  we  see  company  after  company  cutting 
back  or  eliminating  retiree  health  benefits,  we  note  a  new  kind  of  employer  imple- 
menting the  cutbacks.  For  the  past  10  years,  it  has  been  troubling  enough  for  finan- 
cially pressed  companies  to  use  bankruptcy  as  an  expediency  to  cut  off  retiree  health 
unnecessarily.  Senator  Metzenbaum,  you  of  course  led  the  effort  to  roll  back  that 
practice  in  response  to  the  LTV  case. 

Today,  assaults  on  retiree  health  benefits  come  as  well  from  big  companies  not 
in  bankruptcy,  including  some  of  the  Fortune  500;  their  names  include  Primerica, 
McDonnell  Douglas,  Unisys,  John  Morrell,  and  others.  As  they  look  ahead,  many 
other  large  and  medium  businesses  report  plans  to  reduce  health  benefits  for  retir- 
ees. 

When  one  steps  back  from  the  detailed  rationalizations,  there  emerges  a  clear  and 
disturbing  picture:  America's  health  insurance  system  continues  to  be  the  least  in- 
clusive, most  costly,  and  least  competitive  of  any  in  the  developed  world.  The  U.S. 
approach  is,  of  course,  based  largely  on  private  insurance  programs,  and  we  essen- 
tially require  working  and  retired  Americans  to  meet  nealth  insurance  needs 
through  employment.  Today  instead  of  working  to  fix  the  health  insurance  system 
for  all,  and  instead  of  putting  a  stop  to  the  competition  over  who  can  cut  retiree 
health  the  most — some  of  our  largest  employers  are  competing  by  simply  imposing 
greater  and  greater  costs  on  retirees  or  abandoning  them  altogether  to  a  private 
market  that  hardly  works  at  all  for  older  Americans. 

From  any  perspective,  this  is  unacceptable.  For  a  retired  American,  any  reduction 
of  health  insurance  is  one  of  life's  most  threatening  experiences,  financially  and  psy- 
chologically. Where  retirees  suffer  the  wholesale  loss  of  these  benefits,  they  endure 
a  robbery  of  their  settled  expectations  about  retirement,  a  truly  nightmarish  ordeal. 
To  workers  who  witness  these  events,  there  is  a  powerful  message:  no  matter  how 
hard  and  productively  you  may  work,  you  can  never  be  sure  that  your  company  will 
meet  your  health  needs  in  retirement.  Today's  employees  surely  are  not  missing  the 
fact  that,  as  companies  rush  to  cut  back  retiree  benefits,  corporations  also  continue 
to  streamline  their  payrolls  by  inducing  more  and  more  employees  to  take  early  re- 
tirement. To  the  corporate  citizens  who  continue  to  keep  their  health  promises, 
these  cutbacks  force  a  shifting  of  costs  that  grows  unbearable,  and  to  society  as  a 
whole,  these  events  spoil  one  more  part  of  the  American  Dream  and  our  social  con- 
tract. So  long  as  companies  engage  in  competition  by  cutting  retiree  health  benefits, 
we  are  in  peril.  A  single  corporation  may  believe  it  will  thrive  this  way,  and  its 
stockholders  may  cheer  as  companies  wipe  hundreds  of  millions  in  accrued  obliga- 
tions off  their  balance  sheets.  But  a  society,  an  economy,  and  a  democracy  cannot 
and  should  not  tolerate  this. 

In  my  brief  time,  let  me  offer  a  few  basic  points.  Our  union  has  worked  hard  to 
negotiate  many  retiree  health  programs,  and  we  expect  employers  to  keep  these  sol- 
emn promises.  For  the  past  10  years,  we  have  had  to  sue  in  dozens  of  cases  to  pro- 
tect tnose  benefits.  I  want  to  focus  on  three  trends  fueling  this  crisis:  first,  health 
costs  that  increase  rapidly  for  a  number  of  reasons;  second,  judges  who  are  increas- 
ingly willing  to  allow  businesses  to  cut  back  or  eliminate  these  benefits;  and  finally, 
the  need  to  recognize,  as  our  foreign  competitors  have  long  ago  seen,  that  the  health 
needs  of  Americans  require  a  societal  approach. 

All  of  us  are  familiar  with  data  showing  the  high  cost  of  health  care  in  the  United 
States  while  Japan  met  its  health  care  needs  in  1990  by  spending  $1,200  per  per- 
son, we  in  the  United  States  spent  $2,600  that  year,  and  over  $3,000  per  person 
last  year.  When  one  focuses  on  retiree  health  care  in  the  United  States,  there  is 
abundant  evidence  of  cost  escalation,  whether  one  focuses  on  Medicare  or  company 
paid  programs.  Medicare  Part  B  premiums,  for  example,  have  doubled  in  just  the 
last  10  years;  Medicare  deductibles  have  risen  time  and  again.  As  for  company  pro- 
vided insurance,  let  me  offer  the  costs  of  the  retiree  health  program  in  the  steel  in- 
dustry as  an  example.  As  you  may  know,  steel  companies  provide  their  retirees  a 
basic  program  of  hospital  and  physicians'  coverage  at  no  cost.  However,  steel  retir- 
ees have  traditionally  had  to  pay  out  of  their  own  pockets  for  the  additional  cost 
of  what  we  refer  to  as  major  medical  coverage,  unless  of  course,  they  decline  it. 
"Major  Medical"  primarily  covers  prescription  drugs  and  doctors'  oflice  visits.  In  just 
7  years  (from  1981  until  this  year),  the  total  cost  of  retiree  major  medical  coverage 
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increased  over  225  percent.  This  rise  grew  so  significantly  that  in  1990  our  union 
bargained  with  the  steel  companies  to  require  them  to  share  half  the  cost  of  major 
medical  coverage  with  retirees.  Even  with  this  significant  gain,  however,  the  pay- 
ments required  of  retirees  have  climbed  over  the  last  7  years  by  100  percent  for  non- 
Medicare  retirees  and  89  percent  for  those  on  Medicare.  With  costs  like  these,  it  is 
no  wonder  that  so  many  bargaining  disputes  today  revolve  around  health  care  costs. 
As  you  may  know,  labor  law  typically  prohibits  a  union  from  striking  to  protect  or 
increase  benefits  for  current  retirees;  unfortunately,  even  where  workers  can  strike 
to  protect  their  own  benefits,  our  labor  laws  subject  those  employees  to  permanent 
replacement. 

It  is  beyond  my  time  Umit  to  recite  every  cause  of  health  cost  increases,  but  they 
include  the  following: 

Overall  medical  inflation,  itself  the  product  of  excessive  administration  end 
paperwork,  the  world's  highest  doctor  fees  and  insurance  executive  salaries,  a 
lack  of  preventive  medicine,  etc. 

The  excessive  cost  of  drugs,  a  problem  that  figures  prominently  in  retiree 
health  coverage.  In  our  industries,  drug  costs  can  make  up  as  much  as  two- 
thirds  the  cost  of  Optional  Major  Medical  coverage  for  those  retirees  over  65. 
Cost  shilling  by  Medicare  to  employer  plans  through  the  use  of  increased 
deductibles  and  new  Medicare  pricing  practices. 

The  new  accounting  standard  that  recjuires  companies  to  more  accurately  dis- 
close their  accrued  retiree  health  liabilities. 

And  in  mature  industries  like  steel  and  auto,  a  high  ratio  of  retirees  to 
actives.  In  the  steel  industry,  this  is  of  course  the  result  of  the  painful  reduc- 
tions in  capacity  and  man-hours  that  have,  to  be  sure,  made  American  steel  the 
most  productive  in  the  world.  On  this  last  point,  let  me  note  that  in  the  steel 
industry,  overall  health  costs  for  employees  and  retirees  now  average,  according 
to  a  very  recent  Congressional  Research  Service  report,  $4.20  for  every  hour 
worked;  our  foreign  competitors  pay  far,  far  less. 

While  these  are  some  of  the  reasons  for  rising  costs,  there  is  a  second  factor  un- 
derlying retiree  health  care  cutbacks  and  it  is  the  willingness  of  some  courts  to 
allow  cutbacks  in  what  were  understood  to  be  vested  entitlements  to  retiree  health. 
Our  union  has  recently  experienced  a  leading  example  of  this  in  the  U.S.  Court  of 
Appeals  for  the  Seventh  Circuit,  located  in  Chicago.  In  that  case,  called  Senn  vs. 
United  Dominion  Industries,  Inc.,  ^  a  labor  contract  was  silent  on  the  precise  Ques- 
tion of  how  long  retired  Steelworkers  were  entitled  to  health  care  coverage.  Follow- 
ing traditional  principles,  a  jury  looked  at  all  of  the  facts  and  circumstances  and 
found  that  the  company  and  union  had  intended  the  retirees  to  receive  health  cov- 
erage for  life.  On  appeal,  the  Seventh  Circuit  nullified  this  victory  and  declared  a 
new  legal  rule  that  contract  silence  will  automatically  be  read  to  mean  that  retirees 
lose,  no  matter  how  much  the  surrounding  facts  and  conduct  may  suggest  retirees 
should  win.  If  allowed  to  stand,  the  Seventh  Circuit  approach  will  serve  as  an  invi- 
tation for  other  companies  to  seek  judicial  permission  to  cut  benefits.  We  have  asked 
the  Supreme  Court  to  agree  to  hear  the  Senn  case  and  that  request  in  now  pending. 
We  all  know  that  retiree  health  benefits  are  in  fact  an  entitlement  earned  over  a 
lifetime  of  labor.  In  all  events  and  at  all  times,  we  will  continue  to  urge  our  govern- 
ment to  reject  a  view  of  retiree  benefits  as  a  gift  or  mere  gratuity.  In  the  months 
ahead,  we  may  well  need  to  approach  your  committee  concerning  the  Senn  case  and 
its  implications  for  legislation. 

Finally,  let  me  offtr  a  general  direction  for  solutions  in  this  area.  The  Steel- 
workers  Union  and  four  major  steel  companies  have  worked  together  on  a  long-term 
study  of  the  overall  health  care  problem.  Our  union  and  the  management  of  these 
companies  have  agreed  to  give  our  support  here  in  Congress  to  an  aU  payer"  "pay 
or  play"  system.  Under  this  approach  to  health  care  reform,  employers  would  be  en- 
couraged to  provide  health  coverage  to  employees,  but  if  they  chose  not  to,  they 
woula  be  required  to  contribute  a  payroll  tax  to  a  public  insurance  program.  The 
proposal  includes  detailed  cost  containment  provisions.  In  addition,  let  me  emnha- 
size  that  a  key  component  of  the  proposal  is  the  lowering  of  eligibility  age  for  Medi- 
care to  age  60.  We  must  remember  that  the  current  age  65  eligibility  for  Medicare 
was  established  almost  30  years  ago;  moving  this  coverage  downward  would  recog- 
nize three  decades  of  dramatic  change  in  retirement  ages.  It  would  reduce  the  com- 
petitive disadvantage  for  companies  with  high  ratios  of  retirees/employees  and  re- 
verse the  cost-shifting  from  Medicare  to  private  plans.  Although  we  could  go  much 
further  than  just  a  proposal  for  lowering  Medicare  to  age  60.  This  would  at  least 


^Senn  vs.  UniUd  Dominion  Industries,  Inc.  951  F.2d  806,  reh.  den.,  965  F.2d  655  (7th  Cir. 
1992). 
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begin  to  level  the  plaving  field  faced  by  our  industries.  In  addition,  this  steel  indus- 
try proposal  would — for  retirees  under  the  age  of  60 — allow  employers  to  cover  these 
individuals  by  paying  into  the  public  plan  at  the  same  rate  charged  for  an  active 
worker. 

Mr.  Chairman,  retiree  insurance  is  a  broad  and  vitally  important  topic.  I  have 
touched  on  some  of  its  major  aspects,  but  in  the  interest  of  time,  shall  conclude  and 
be  happy  to  address  any  questions  you  may  have. 

Senator  Metzenbaum.  Thank  you  very  much,  President  Wil- 
liams. We'll  have  some  questions  for  you  shortly. 

Next,  we  are  very  pleased  to  welcome  Mr.  Bywater,  who  give 
such  able  leadership  to  the  lUE.  Mr.  Bywater,  it  is  a  real  privilege 
and  honor  to  have  you  with  us  this  morning,  joining  Owen  Bieber 
and  Lynn  Williams.  You  speak  for  a  great  many  workers  in  this 
country  and  certainly  many  in  my  own  State,  and  I  am  pleased 
that  you  are  here. 

Mr.  Bywater.  Thank  you,  Mr.  Chairman. 

I  am  Bill  Bywater,  President  of  the  lUE.  On  behalf  of  the 
150,000  lUE  active  members  and  tens  of  thousands  of  retirees  for 
whom  the  lUE  has  negotiated  pension  and  health  care  benefits,  I 
appreciate  this  opportunity  to  share  our  views  on  the  growing  re- 
tiree health  care  crisis. 

lUE  members  work  for  some  of  our  country's  largest  companies 
and  Federal  Government  contractors.  These  include  GE,  GM, 
North  American  Phillips,  Unisys,  and  Westinghouse. 

The  recent  decision  of  many  companies  to  renege  on  their  con- 
tractual obligations  to  provide  health  care  to  their  retirees  has 
been  prompted  by  several  factors.  These  include  the  exploding  costs 
of  medical  care,  recent  changes  in  accounting  practices,  and  an  en- 
vironment where  employers  feel  at  liberty  to  attack  their  unionized 
workers  and  former  workers  through  the  reduction  of  negotiated 
benefits. 

Since  the  1930's,  unions  have  sought  the  same  health  insurance 
protections  for  retirees  as  for  active  members.  Over  the  past  two 
decades,  as  U.S.  manufacturing  has  declined,  the  lUE  has  nego- 
tiated protections  for  workers  forced  into  early  retirement  because 
of  plant  shutdowns.  Health  care  for  these  workers  is  particularly 
critical.  They  are  often  too  old  to  find  new  employment,  yet  too 
young  to  qualify  for  Medicare. 

In  the  1980's,  however,  Federal  courts  began  to  allow  companies 
to  shed  their  contractual  commitments,  giving  a  "thumbs  up"  to  the 
most  reprehensible  of  employer  conduct.  Today,  with  the  State  of 
the  law  uncertain,  too  many  employers  are  trying  to  turn  their 
backs  on  their  retirees  with  the  stroke  of  a  pen. 

For  the  lUE,  this  national  scandal  is  brought  home  in  the  case 
of  Unisys.  Some  25,000  retired  workers,  including  some  6,000  lUE 
retirees  who  had  worked  for  Unisys'  predecessor,  the  Sperry-Rand 
Corp.,  will  lose  their  company-paid  health  insurance  over  the  next 
3  years. 

I'd  like  to  just  say  that  I  was  the  chairman  of  the  Sperry-Rand 
Conference  Board  for  over  20  years  and  was  the  chief  negotiator 
with  that  corporation  over  those  20-some-odd  years.  In  that  period 
of  time,  we  negotiated  contracts,  and  this  is  the  way  we  did  it.  For 
example,  let's  assume  we  agreed  on  25  cents  an  hour  as  an  in- 
crease. We  would  then  take  a  certain  amount  and  put  it  into 
wages,  a  certain  amount  and  put  it  into  health  benefits,  and  then 
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a  certain  amount  and  put  it  for  the  retirees  for  their  pension  bene- 
fits. 

We  actually  spelled  that  out  in  those  negotiations.  We  were  down 
to  Federal  mediation  at  least  three  or  four  times  in  those  negotia- 
tions, so  we  can  prove  that;  we  would  actually  subpoena  the  com- 
pany representatives  that  dealt  across  the  table  from  me,  and  also 
the  Federal  mediators,  to  prove  that  point.  So  we  already  paid  for 
that.  If  we  had  put  it  into  our  wages,  it  would  have  gone  on  to  all 
fringe  benefits,  plus  overtime  and  other  things  that  we  would  have 
had,  and  the  pensions  would  have  been  increased  if  we  had  instead 
put  all  that  money  into  the  wages  rather  than  doing  it  in  that  fash- 
ion. 

Therefore,  we  have  a  legal  case,  and  our  lawyer  is  pursuing  that. 
Jim  Morrow,  who  is  doing  an  outstanding  job  for  us,  is  pursuing 
that  case  through  the  courts.  We  feel  we  have  a  legal  case  to  stand 
on,  and  we  think  we  can  beat  this  company,  and  that's  what  we're 
going  to  do. 

Last  year,  attempting  to  walk  away  from  40  years  of  contractual 
obligations,  Unisys  announced  that  as  of  January  1,  1993,  it  should 
shift  retiree  health  care  costs  entirely  to  retired  workers.  We  can- 
not underestimate  the  personal  crisis  this  decision  has  created. 
Unisys  retirees  receive  an  average  monthly  pension  benefit  of  $900. 
If  they  are  now  forced  to  purchase  health  insurance,  it  will  cost 
them  about  $550  a  month.  By  1996,  assuming  unchecked  inflation 
in  health  care  costs,  their  health  care  costs  are  likely  to  eat  up 
their  entire  pension  benefit,  as  one  gentleman  earlier  testified  to 
today. 

Unisys  has  argued  that  recent  FASB  changes  in  accounting  rules 
compel  its  action.  FASB  106,  however,  is  merely  an  accounting 
change  with  no  effect  on  the  company's  cash  flow  or  on  the  ulti- 
mate cost  of  providing  benefits. 

The  new  procedure,  however,  has  given  employers  an  excuse  to 
review  their  promise  to  pay  for  retiree  health  care.  Employers  such 
as  Unisys  have  completely  terminated  retiree  health  care,  and 
Unisys  is  ignoring  not  only  a  clear  contractual  obligation,  but  also 
the  enormous  contributions  its  retirees  have  made  over  the  years. 

Furthermore,  a  large  share  of  Unisys'  profits  have  been  derived 
from  Federal  contracts.  Thousands  of  lUE  Unisys  retirees  worked 
under  Federal  cost-plus  contracts  in  which  retiree  health  care  costs 
were  included  in  the  total  value  of  the  contract.  To  the  extent  that 
U.S.  taxpayers  have  already  paid  for  these  benefits,  we  find  it  out- 
rageous that  their  payments  will  remain  in  the  pockets  of  Unisys 
stockholders  and  officers,  rather  than  going  to  their  intended  bene- 
ficiaries. 

To  what  extent  are  the  millions  of  dollars  paid  to  corporate  offi- 
cers dependent  on  profits  generated  by  the  breaking  of  contractual 
commitments  to  retirees?  Is  it  sound  pubhc  policy  for  our  legal  sys- 
tem to  allow  contractual  obligations  to  be  broken  and  retirees  aban- 
doned, simply  to  improve  the  company's  bottom  line? 

While  the  lUE  has  filed  a  lawsuit  to  ensure  that  our  former 
members  receive  the  benefits  to  which  they  are  entitled,  we  also 
believe  there  is  much  the  U.S.  Congress  can  do  to  ensure  the  re- 
tirement security  of  America's  workers. 
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This  tragedy  cries  out  for  immediate  action  on  three  fronts.  Na- 
tional health  care  reform  must  include  coverage  for  retirees  and 
those  workers  who  have  lost  their  jobs  as  a  result  of  plant  closings 
or  corporate  restructuring. 

Medicare  eligibility  should  be  reduced  to  age  60.  ERISA  must  be 
reformed  to  recognize  retiree  health  insurance  coverage  as  a  vested 
right.  Give  unions  standing  to  sue  under  ERISA,  and  subject  em- 
ployers who  intentionally  violate  retirees'  contractual  and  ERISA 
rignts  to  health  care  insurance  to  exemplary  damages  and  manda- 
tory attorneys'  fees. 

If  the  companies  you  have  heard  about  today  are  successful  in 
shedding  their  contractual  obligations,  we  predict  a  flood  of  other 
employers  seeking  to  increase  their  competitive  advantage  at  the 
expense  of  their  former  workers. 

We  look  forward  to  working  with  you  to  put  an  end  to  this  trav- 
esty and  to  ensure  dignity  for  America's  retirees. 

Thank  you. 

[The  prepared  statement  of  Mr.  Bywater  follows:] 

Prepared  Statement  of  William  H.  Bywater 

Good  morning.  My  name  is  William  H.  Bywater,  and  I  am  the  president  of  the 
International  Union  of  Electronic,  Electrical,  Salaried,  Machine  and  Furniture 
Workers  (lUE),  AFL-CIO.  On  behalf  of  the  150,000  working  members  of  the  lUE 
and  the  tens  of  thousands  of  retirees  for  whom  the  lUE  has  negotiated  pension  and 
health  care  benefits,  I  appreciate  this  opportunity  to  share  our  views  on  the  growing 
retiree  health  care  crisis. 

The  lUE  represents  workers  within  a  broad  spectrum  of  manufacturing  industries 
including  electrical  machinery,  electronics,  automobiles  and  parts,  aircrali  and  aero- 
space, power-generation  equipment,  and  furniture.  Our  members  work  for  some  of 
the  largest  corporations  and  Federal  Government  contractors  in  the  United  States, 
including  General  Electric,  General  Motors,  North  American  Phillips,  Rockwell 
International,  Unisys,  United  Technologies,  and  Westinghouse,  as  well  as  a  myriad 
of  smaller  companies.  The  collectively  bargained-for  benefits  that  these  companies 
have  agreed  to  provide  to  their  retired  workers  are  as  varied  as  the  businesses 
themselves. 

In  our  view  the  recent  decision  of  many  companies  to  renege  upon  contractual 
agreements  and  shift  health  care  costs  to  retirees  has  been  prompted  by  severe  fac- 
tors, including  the  exploding  costs  of  medical  care,  recent  changes  in  financial  ac- 
counting standards,  and  a  political  environment  where  employers  feel  at  liberty  to 
attack  their  unionized  employees  and  former  woricers  through  the  reduction  of  nego- 
tiated economic  benefits. 

Preliminarily,  it  is  important  to  note  that  while  unionized  workers  may  have  dif- 
ferent legal  rights  and  equitable  claims  against  their  former  employers  than  do 
nonrepresented  employees,  the  sununary  cancellation  of  retiree  health  coverage  af- 
fects both  union  and  nonunion  retirees  alike.  For  union-represented  retirees,  how- 
ever, employers'  efforts  to  shed  their  retiree  health  care  liability  is  particularly  bit- 
ter, in  light  of  the  trade-offs  union  negotiators  have  been  forced  to  make  in  order 
to  attain  such  benefits. 

Since  the  1930's,  industrial  unions  have  sought  to  negotiate  the  same  health  in- 
surance protections  for  retired  members  as  for  active  members.  And,  over  the  past 
two  decades,  as  U.S.  manufacturing  has  declined,  the  lUE,  like  other  industrial 
unions,  has  negotiated  such  protections  for  workers  forced  into  early  retirement  be- 
cause of  plant  shutdowns.  Health  care  benefits  for  these  workers  are  particularly 
critical,  as  they,  tragically,  find  they  are  too  old  to  find  new  employment,  yet,  too 
young  to  qualify  for  Medicare. 

For  years,  our  members  relied  upon  the  Federal  common  law  to  guarantee  these 
negotiated    protections.  ^    This    guarantee    remained    clear    after    the    passage    of 


^  Even  before  the  passage  of  ERISA,  Federal  and  State  courts  equated  retiree  health  coverage 
with  "deferred  compensation"  and,  applying  common  law  doctrines  of  "unilateral  contract"  and 
"promissory  estoppel,"  generally  rejected  employer  attempts  to  cancel  benefits  once  retirement 
had  started.  See,  "Pension  Plans  and  the  Rights  of  the  Retired  Worker,"  70  Columbia  Law  Re- 
view 909  (1970);  Upholstenrs  V.  American  Pad  &  Textile  Company,  372  F.2d  427  (6th  Cir.  1967). 
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ERISA,  2  untU  the  mid-1980's,  when  Federal  courts  began  to  allow  companies  to 
shed  their  contractual  commitments,  giving  a  "green  light"  to  the  most  reprehen- 
sible of  employer  conduct.  ^  Today,  the  state  of  the  Federal  law  is,  at  best,  uncertain, 
and  too  many  employers,  rehdng  on  this  uncertainty,  are  trying  to  turn  their  back 
on  retirees  with  the  stroke  of  a  pen. 

For  the  lUE,  this  national  disgrace  is  brought  home  in  the  case  of  Unisys  Corp.* 
where  retired  workers,  including  some  6,000  lUE  retirees  who  had  worked  for 
Unisys'  predecessor,  Sperry  Corp.  and  its  Remington-Rand,  Sperry-Rand,  Sperry 
Univac  and  Sperry-Vickers  Divisions,  will  lose  their  company-paid  health  insurance 
coverage  over  the  next  3  years.  I  myself  worked  for  the  Ford  Instrument  Division 
of  Sperry  in  Long  Island,  NY  from  1941  through  the  1950's.  As  a  local  union  officer 
and  then  as  chairman  of  the  lUE-Sperry  Conlerence  Board,  I  know  personally  that 
the  lUE  fought  long  and  hard  to  negotiate  health  insurance  coverage  for  Sperry 
workers  when  they  retired. 

On  October  30,  1992,  Unisys  Chairman  James  Unruh  announced  to  some  25,000 
retired  Unisys  workers  that,  as  of  Januaiy  1,  1993,  the  company  would  "replace" 
current  paid  medical  insurance  coverage,  by  shifting  the  insurance  costs  over  a  3- 
year  period  entirely  to  retired  workers.  Citing  the  soaring  costs  of  health  care  bene- 
fits and  the  need  to  "improve  the  company's  financial  outlook,"  Unisys  simply 
walked  away  from  40  years  of  contractual  commitments  to  the  lUE. 

The  personal  crisis  that  this  decision  has  created  for  thousands  of  former  Unisys 
workers  cannot  be  underestimated.  These  workers  receive,  on  average,  a  montmy 
pension  benefit  of  $900  to  $1,000.  If  they  are  now  forced  to  purchase  health  insur- 
ance, it  will  cost  them  about  $550  a  month.  By  1996,  assuming  unchecked  inflation 
in  health  care  costs,  their  health  insurance  premiums  are  Ukely  to  completely  wipe 
out  their  pension  benefits. 

Unisys  has  argued  that  its  action  is  compelled  by  recent  changes  in  accounting 
procedures  issued  by  the  Financial  Accounting  Standard  Boards  CTASB").  In  De- 
cember 1990,  FASB  issued  a  statement  ("FAS  106")  requiring  employers  to  "recog- 
nize" costs  of  nonpension  retirement  benefits  on  an  accrual  basis.  That  is,  they  must 
account  for  the  costs  of  benefits  during  the  period  in  which  their  employees  render 
service  to  earn  those  benefits.  Prior  to  FAS  106,  many  lUE  employers  accounted  for 
retiree  medical  costs  on  a  "pay-as-you-go"  basis,  ignoring  their  long-term  financial 
liabilities. 

FASB's  objective  in  adopting  this  rule  was  to  increase  the  "relevance  and  rep- 
resentational faithfulness"  of  employers'  financial  statements,  and  increase  the  "un- 
derstandability  and  comparability^  of  financial  statements  for  shareholders  and 
other  users  of  these  documents.  The  lUE  concurs  with  this  objective  and  does  not 
advocate  the  rule's  repeal. 

For  those  companies  whose  accounting  had  been  "pay-as-you-go,"  the  change  has 
resulted  in  a  reduction  in  reported  net  income  and  net  assets.  As  it  is  merely  an 
accounting  change,  the  new  requirement  has  no  eflect  on  a  company's  cash  flow  or 
on  the  ultimate  cost  of  providing  benefits.  It  affects  only  the  "timing"  of  accounting 
for  these  benefits. 

The  new  requirement  has,  however,  given  employers  added  incentive  to  "redefine" 
their  promise  to  pay  health  care  costs  to  their  retirees.  In  the  worst  cases,  employ- 
ers such  as  Unisys  have  completely  terminated  retiree  health  care  benefits.  In  its 
1992  third-quarter  report,  Unisys  estimated  that  the  adoption  of  FAS  106,  would 
cost  "as  much  as  $1.1  billion,  with  incremental  annual  expense  ranging  from  $30 
million  to  $80  million."  The  company  further  stated,  however,  that  it  would  review 
"a  number  of  potential  benefit  plan  modifications  which,  if  adopted,  could  signifi- 
cantly reduce  or  eliminate  the  transition  obligation,  annual  expense  and  related 
cash-flows." 

Unisys  ultimately  chose  to  slash  post-retirement  benefits,  a  decision  which  dras- 
tically reduced  the  adverse  impact  of  FAS  106.  This  decision  has  also  resulted  in 
a  real  (as  opposed  to  a  purely  accounting)  reduction  of  expenses  and  a  real  increase 


As  one  arbitrator  explained,  "[A  retiree]  ought  not  to  be  deprived  of  .  .  .  rights  by  events  be- 
yond his  control  in  the  absence  of  clear  contractual  language  requiring  that  result  ■  ■  •  •  [M]en 
do  not  labor  for  chances  in  a  roulette  wheel  and  employers  do  not  .  .  .  pay  wages  with  lottery 
tickets."  Roxbuiy  Camet  Co.,  73-2  CCH  Arb.  1]  8521,  pp.  4938-39  (Arbitrator  Clyde  Summers, 
1973). 

2  In  Firestone  Tire  &  Rubber  Co.  v.  Bruch,  489  U.S.  101,  114  (1989),  the  U.S.  Supreme  Court 
rejected  an  effort  to  interpret  ERISA  as  affording  'less  protection  to  employees  and  their  bene- 
ficiaries from  what  they  enjoyed  before  ERISA  was  enacted." 

3  See  Sent  v.  Old  Dominion  Industries,  Inc.,  951  F.2d  806  (7th  Cir.  1992)  (Petition  for  Rehear- 
ing Pending). 

'Unisys  Corp.  was  created  in  1986  as  the  result  of  the  merger  of  the  Burroughs  Corp.  of 
Michigan  with  the  Sperry  Corp.  of  New  York. 
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in  profits.  Since  Unisys'  executive  compensation  is  tied  to  financial  results,  its  cor- 
porate oflicers  and  pension  plan  fiduciaries  have  personally  benefited  by  inflicting 
pain  smd  expense  on  retirees.  We  view  this  action  as  nothing  less  than  reprehen- 
sible. 

We  have  filed  a  lawsuit  to  ensure  that  our  former  members  receive  the  benefits 
to  which  they  are  legally  and  rightfully  entitled.  Unisys  is  not  only  ignoring  a  clear 
contractual  agreement  and  the  enormous  contributions  its  retirees  have  made  over 
the  years,  but  the  possibility  exists  that  the  U.S.  Government  has  already  sub- 
sidized the  company's  retiree  health  care  costs.  Over  the  years,  a  large  share  of  both 
Unisys'  revenue  and  income  has  been  derived  from  Federal  contracts.  In  fiscal  year 
1991,  Unisys  was  the  sixteenth  largest  Federal  contreictor,  with  over  $1.6  billion  in 
contract  awards.  Indeed,  many  lUE-Unisys  retirees  performed  work  under  "cost 
plus"  Federal  Government  contracts  in  which  the  cost  of  employee  compensation 
was  incorporated  into  the  total  value  of  the  award.  Without  access  to  company  and 
government  procurement  records,  we  are  not  able  to  put  a  precise  value  on  this 

f)ractice.  If  U.S.  taxpayers  have  already  paid  for  these  benefits,  we  find  it  particu- 
arly  egregious  that  their  payments  will  remain  in  the  pockets  of  Unisys  stockhold- 
ers and  ofiicers,  rather  than  going  to  their  intended  beneficiaries. 

Given  what  has  happened  at  Unisys  and  at  the  other  companies  you  have  heard 
about  today,  we  believe  that  the  American  public  deserves  answers  to  the  following 
questions: 

1.  To  what  extent  are  the  millions  of  dollars  in  executive  compensation  paid  to 
the  officers  of  Unisys,  or  any  other  government  contractor,  dependent  on  corporate 
profits  generated  by  the  rejection  of  contractual  commitments  and  broken  promises 
to  retirees? 

2.  What  are  the  public  costs  of  permitting  corporations  to  "privatize"  their  com- 
mitments to  their  retirees  and  "dump"  their  financial  obligations? 

3.  Is  it  sound  public  policy  for  our  legal  system  to  allow  promises  to  be  broken 
at  wUl  and  retirees  abandoned,  in  order  to  improve  the  "bottom  line"  of  financially 
distressed  companies  or  those  seeking  to  maximize  their  profits? 

We  also  believe  that  there  is  much  the  U.S.  Congress  can  and  must  do  to  ensure 
the  retirement  security  of  America's  workers.  In  our  view,  this  tragedy  cries  out  for 
inunediate  action  on  three  fronts: 

1.  National  health  care  reform  must  include  coverage  for  retirees  and  those  work- 
ers who  have  lost  their  jobs  as  a  result  of  plant  closings  and  corporate  restructuring. 

2.  Reduce  the  eligibility  age  for  Medicare  to  age  60. 

3.  Reform  ERISA  to: 

a.  Recognize  retiree  health  insurance  coverage  as  a  'Vested  right,"  protected 
by  law; 

b.  Give  unions,  often  the  only  effective  organized  group  supporting  retirees, 
standing  to  sue  under  ERISA  to  protect  the  Federal  rights  of  their  former  mem- 
bers; 

c.  Subject  employers  who  intentionally  violate  retirees'  contractual  and 
ERISA  rights  to  health  insurance  to  exemplary  damages  and  mandatory  attor- 
ney's fees. 

In  sum,  our  story  and  the  other  stories  you  have  heard  today  are  but  the  tip  of 
the  iceberg.  Virtually  every  employer  is  closely  watching  to  see  not  only  what  the 
unions  representing  these  workers  will  do  for  their  retirees,  but  what  the  U.S.  Con- 
gress will  do,  as  well.  If  the  companies  you  have  heard  about  today  are  successful 
in  shedding  their  liabilities,  we  predict  a  flood  of  additional  employers  who  will  seek 
to  increase  their  competitive  advantage  at  the  expense  of  their  former  workers. 

We  look  forward  to  working  with  you  to  put  an  end  to  this  travesty  and  to  ensure 
dignity  for  America's  retirees. 

Thank  you. 

Senator  Metzenbaum.  Thank  you  very  much,  Mr.  Bywater. 

We'll  take  3-minute  periods  for  questions,  because  I  am  con- 
cerned about  getting  the  employer  panel  on,  and  I  don't  want  to 
deny  them  an  opportunity  to  be  heard. 

Is  it  fair  to  say  that  in  each  instance,  unions  have  given  up  what 
otherwise  would,  be  wage  advantages,  other  kinds  of  benefits,  for 
moneys  to  be  put  into  the  retiree  fund,  and  are  now  finding  that 
those  retiree  funds  which  they  thought  were  firm  and  in  place,  that 
the  promises  are  being  reneged  upon? 


43 

Mr.  Bywater.  I  consider  it  stealing  on  the  part  of  the  company 
in  order  to  put  it  in  their  own  pockets.  That's  exactly  what  it  is. 
It  is  just,  plain  stealing.  That's  what  thev  are  doing,  and  they  don't 
care  about  the  individuals  that  are  involved.  They  don't  care  what 
they  contribute  to  the  company.  All  they  are  interested  in  is  their 
own  damn  bottom  line;  that's  what  it  amounts  to. 

Mr.  BlEBER.  In  answer  to  your  question,  Senator,  obviously  the 
health  care  benefit  that  was  always  presumed  to  be  there — and  I 
might  say  it  was  only  recently  that  we  were  challenged  by  compa- 
nies— were  provided  for  out  oi  the  total  package,  and  if  you  had  not 
provided  for  those  benefits,  obviously,  vou  would  have  gotten  high- 
er wages  and  other  benefits.  We  paid  for  them  out  of  the  packages. 

Mr.  Williams.  Negotiations  are  always  packages,  as  all  of  you 
know,  I'm  sure,  and  of  course  we  paid  for  them  along  the  way.  And 
once  they  were  in  a  package,  and  renewed  package  after  package, 
why,  clearly,  the  implication  of  all  of  that  was  that  these  benefits 
would  be  available  forever. 

Senator  Metzenbaum.  One  of  the  employer  witnesses  on  the 
next  panel  says  in  his  testimony  that,  quote,  "employers  believed 
these  plans  were  voluntary  plans,  subject  to  termination  at  will." 

Do  you  agree  with  that  statement? 

Mr.  Williams,  Of  course  not.  That  is  not  the  way  they  have  been 
at  all.  They  have  been  negotiated  plans.  They  have  been  agreed  to. 
They  have  been  part  of  tne  packages  as  we  have  all  been  saying. 
And  they  have  absolutely  no  right,  in  our  view,  to  be,  as  Bill  has 
said  so  eloquently,  they  have  absolutely  no  right  to  reach  into  those 
plans.  That's  stealing. 

Mr.  Bywater.  I  want  to  make  just  one  point  on  that.  This  com- 
pany was  taken  over  by  Unisys.  This  was  Sperry-Rand  Corp.  They 
were  not  involved  in  those  negotiations,  but  they  accepted  tne  con- 
tracts when  they  made  that  deal.  And  therefore  they  are  obligated 
to  live  up  to  those  contracts  that  we  had  negotiated  previously.  We 
have  it  in  writing.  We  actually  have  proof,  oy  the  negotiations  we 
concluded  with  those  companies,  that  we  put  aside  certain  amounts 
of  money  specifically  to  purchase  insurance  for  retirees. 

Senator  Metzenbaum.  Senator  Riegle. 

Senator  Riegle.  President  Bieber,  am  I  right  in  thinking  that 
when  Chrvsler  took  over  American  Motors  in  a  situation  somewhat 
comparable  to  what  he  is  talking  about,  that  they  did  pick  up  the 
obligations  and  are  fulfilling  the  obligations  both  to  the  active 
workers  at  the  time  and  to  the  retirees? 

Mr.  Bieber.  That  is  correct.  Senator,  and  as  you  well  know,  our 
union  has  continued  to  reach  back  and  negotiate  benefits  for  prior 
retirees.  In  the  case  that  you  raise,  we  reached  back,  picked  up  the 
American  Motors  retirees,  and  as  a  matter  of  fact,  reached  bacK  far 
enough  that  we  picked  up  some  of  the  old  Hudson  and  Nash  people 
who  had  subsequently  become  a  part  of  American  Motors.  So  that's 
absolutely  correct. 

Senator  Riegle.  I  am  interested  in  hearing  a  little  more  about 
the  idea  that  I  know  you  have  expressed  about  a  possible  industry- 
wide fund,  assuming  we  don't  go  to  a  single-payor  system — and 
there  is  a  lot  that  argues  for  that — but  if  what  happens  is  some- 
thing less  than  that,  to  try  to  spread  these  costs  over  a  broader 
base  so  that  you  don't  have  these  inequities  that  are  really  dis- 
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abling  to  parts  of  an  industry.  Can  you  shed  a  little  more  light  on 
that? 

Mr.  BiEBER.  What  we  have  been  talking  about — and  I  repeat 
again,  we  believe  the  single-payor  approach  would  be  the  proper 
approach,  but  if  not,  then  at  least  to  look  at  an  industry-wide  sys- 
tem. And  in  the  document  we  have  put  together,  we  haven't  limited 
it  only  to  auto;  we  would  start  out  with  auto,  but  would  say  to  steel 
or  anyone  else  who  wanted  to  come  under  that  plan  that  they 
would  be  welcome  to  come  under  it.  What  we  would  do  would  be 
to  level  out  that  playing  field.  As  you  pointed  out  in  your  graph  up 
there,  this  is  a  tremendous  problem  that  we  have.  When  you  take 
a  look  at  $600  per  car  between  the  transplants  and  the  domestics, 
there  is  no  way  you  can  offset  that. 

What  I  would  suggest  to  this  committee  is  that  if  we  don't  do 
something  to  level  this  field  and  to  take  care  of  this  FASB  prob- 
lem— because  it  does  have  some  other  effects — we  are  literally  say- 
ing, then,  that  the  only  way  you  can  operate  in  this  country  is  you 
start  a  Greenfield  project,  you  run  it  for  about  20  or  25  years,  and 
then  you  throw  all  those  employees  to  the  wind,  and  you  start  an- 
other Greenfield  project,  because  short  of  that,  if  you  don't  handle 
this  problem,  you  have  these  tremendous  competitive  disadvan- 
tages that  you  just  can't  get  over. 

Senator  Riegle.  Well,  I  want  to  say  as  well — and  I  note  that 
Senator  Kennedy  has  come  and  I'm  sure  will  want  to  comment  on 
this,  so  I  am  sensitive  to  the  time — but  the  thing  that  I'm  struck 
by  is  that  organized  labor  has  bargained  very  hard  to  try  to  secure 
the  decent  things  that  somebody  needs,  not  only  a  living  wage,  but 
health  care  protection,  decent  retirement  benefits,  the  things  that 
anybody  ought  to  be  able  to  work  for  and  achieve  in  their  lifetime. 
What  is  significant  to  me,  though,  is  that  you  are  advocating  here 
not  just  things  that  would  affect  your  own  members,  but  you  are 
asking  for  reforms  and  changes  that  can  really  bring  everybody  in 
the  country  into  a  system  of  health  care  coverage.  And  I  think  that 
is  in  keeping  with  the  leadership  of  the  labor  movement  in  this 
country  during  this  century,  that  it  looks  after  its  own  members, 
but  its  view  is  a  lot  broader  than  that  in  terms  of  what  really  fits 
the  broad  national  interest. 

I  appreciate  the  leadership.  We  have  waited  a  long  time  for  the 
chance  to  do  something  on  health  care,  and  I'm  just  thankful  we've 
got  a  President  and  a  First  Lady  who  are  committed  to  doing  some- 
thing about  it,  and  now  I  want  to  get  it  done.  I  want  to  get  it  done 
this  year,  and  in  the  context  of  getting  it  done,  I  think  we've  got 
to  deal  with  this  problem. 

Mr.  BiEBER.  If  I  might  just  say.  Senator,  I  think  the  prior  panel 
demonstrates  that  this  is  not  a  blue  collar  problem,  it  is  not  a 
union  member  problem;  it  is  everybody's  problem.  These  people 
were  salaried  people. 

Senator  Riegle.  It's  a  national  problem. 

Senator  Metzenbaum.  Thank  you  very  much. 

The  committee  is  very  pleased  that  the  overall  chairman  of  the 
Labor  and  Human  Resources  Committee  is  with  us  today.  Cer- 
tainly, there  is  no  member  of  the  U.S.  Senate  or  the  Congress  who 
has  spoken  out  more  clearly  and  more  often,  indicating  his  concern 


45 

for  the  American  worker,  than  has  the  chairman  of  the  overall 
committee,  Ted  Kennedy. 

I  might  say  that  Jim  Jeffords,  who  under  normal  procedures 
would  be  recognized  next,  has  agreed  that  since  Senator  Kennedy 
is  the  chairman  of  the  overall  committee,  he  yields  to  you. 

The  Chairman.  I  appreciate  the  kindness,  and  I  too  want  to 
thank  Senator  Metzenbaum  and  Senator  Riegle,  who  have  been 
pressing  this  issue  vigorously  in  the  Senate  for  a  very  considerable 
period  of  time.  On  retiree  benefits  issues  as  well  as  health  care  re- 
form, they  have  been  two  strong  allies,  and  I  look  forward  to  work- 
ing with  them  on  this  issue  as  we  have  worked  together  on  other 
issues. 

We  thank  you  for  giving  us  one  additional  phase  of  the  health 
care  crisis.  The  health  care  crisis  has  a  variety  of  different  faces, 
and  what  we  have  seen  today,  in  the  testimony  earlier,  which  I'll 
read,  and  also  from  these  presentations  is  a  particularlv  troubling 
one.  This  is  an  issue  of  plain  social  justice.  We  are  caught  between 
the  rock  and  the  hard  place.  If  we  want  to  strengthen  the  laws  to 
forbid  companies  from  taking  this  kind  of  action,  then  I  suppose  we 
also  have  to  ask  what  impact  that  is  going  to  have  on  some  of  the 
companies  out  there  that  are  struggling,  and  whether  they  can  af- 
ford to  keep  paying  these  benefits,  at  the  rate  that  health  care 
costs  are  increasing. 

We  are  talking  m  many  cases  about  companies  that  have  been 
the  backbone  of  the  manufacturing  sector  that  has  helped  to  build 
this  Nation.  They  have  large  numbers  of  older  workers  and  retir- 
ees, and  the  younger  workers  are  coming  in;  the  ratio  of  retirees 
and  older  workers  to  younger  workers  is  much  higher  than  in  the 
new  companies.  These  are  companies  in  the  industries  which  are 
the  backbone  of  the  industrial  capability  of  the  United  States,  and 
they  are  the  ones  who  are  being  squeezed.  And  yet  for  the  new 
worker  coming  into  one  of  these  companies,  what  assurances  are 
they  going  to  nave,  looking  down  the  road  to  any  retirement  bene- 
fits? 

I  think  most  of  us  have  always  felt  that  life  in  America  was 
going  to  continue  to  improve  down  the  road  for  future  generations, 
but  now  we  find  that  the  scene  is  bleak  for  those  workers  coming 
into  the  workplace.  They  are  looking  down  the  road  and  finding 
that  the  prospects  for  future  economic  security  are  just  not  there. 

One  possible  way  to  address  the  problem  is  to  make  early  retir- 
ees eligible  for  Medicare.  The  question  is,  realistically,  if  you  lower 
the  age  for  eligibility  for  Medicare,  what  are  the  costs?  If  we  want 
to  talk  about  socializing  the  costs,  the  question  is  whether  we  could 
really  find  the  support  in  the  country  for  saying,  as  a  progressive 
and  humane  way  to  address  this  problem,  look,  this  is  a  particular 
phenomenon  affecting  workers,  affecting  employees  who  have  really 
worked  to  make  this  country  great,  and  it  is  part  of  the  responsibil- 
ity of  the  employer  community  generally  to  help  to  see  that  their 
care  needs  in  retirement  are  met. 

What  is  your  own  sense?  Do  you  think  that  can  be  achieved?  I 
think  clearly  the  testimony  gives  very  powerful  additional  reasons 
for  a  national  health  care  program.  Should  we  be  in  the  business 
of  perhaps  helping  to  subsidize  some  of  those  companies  who  are 
particularly  burdened  with  retiree  health  care  costs?  If  we  don't  do 
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it,  and  those  companies  go  out  of  business,  we  are  going  to  have 
to  pick  up  the  tab  anyway.  Someone  is  going  to  have  to  pick  up  the 
tab.  Should  we  be  thinking  about  trying  to  do  something  along 
those  lines? 

Do  you  have  any  reaction  about  whether  we  can  spread  the  bur- 
den of  these  costs  more  widely  and  get  other  employers  within  the 
industry  or  generally  across  the  spectrum  on  a  progressive  path  to 
help  in  this  way;  and  second,  what  do  you  think  we  could  do  in 
terms  of  trying  to  assist  companies  with  designated  incentives  so 
that  they  can  provide  protections  for  these  workers? 

Mr.  BlEBER.  Senator,  if  I  might  respond,  first  of  all,  I  think  we've 
come  a  fair  distance.  It  used  to  be  an  argument  against  a  general 
health  care  plan.  Now  we  are  at  least  to  the  point  of  discussing 
what  kind.  I  think  that  is  a  major  step.  We  used  to  go  to  the  bar- 
gaining table,  and  companies  wouldn't  argue,  or  they  really 
wouldn't  even  entertain  discussion  of  how  much  a  specific  item  of 
insurance  cost.  They  would  say,  "We'll  make  a  decision  whether  or 
not  we'll  give  you  the  benefit."  We've  all  come  a  long  way  because 
companies  understand  how  crucial  this  is  to  them  now. 

I  don't  dismiss  the  fact  that  it  is  a  tough  sell  out  there,  but  I 
would  suggest  this.  I  think  that  the  country  has  now  come  to  the 
conclusion  that  we  have  to  do  something,  and  we  have  to  do  some- 
thing major.  Bandaids  won't  take  care  of  it.  I  look  at  the  Presi- 
dent's program  as  he  tries  to  now  take  his  economic  program  to  the 
populace  as  a  whole,  and  I  am  encouraged  that  if  you  are  straight- 
forward with  people,  and  you  lay  out  the  problems  and  what  has 
to  be  done,  I  think  the  American  people  are  still  willing  to  accept 
responsibility.  And  I  for  one  recognize  that  it  is  difficult  with  my 
own  membership,  but  it  has  to  be  done.  We  have  to  solve  this  prob- 
lem. 

We  are  paying  a  tremendous  cost  for  37  million  Americans  out 
there  who  have  no  insurance.  That's  all  part  of  this  differential 
that  we  are  talking  about. 

I  am  willing  to  go  to  my  membership  and,  to  the  extent  I  can, 
the  American  public,  and  I  believe  if  we  sat  down  and  honestly  de- 
bated, they  will  accept  it.  We  cannot  go  on  this  way  lest  we  want 
to  ruin  a  great  country  and  deny  our  children  and  grandchildren 
the  type  of  country  that  we  have  had  the  opportunity  to  enjoy. 

Mr.  Williams.  I  would  just  add  first  of  all  that  I  think  the  coun- 
try is  more  than  ready  for  this.  I  think  that  was  evidenced  in  the 
campaign.  I  think  that  was  evidenced  particularly  in  our  Penn- 
sylvania experience  when  Senator  Wofford  ran,  and  health  care 
really  became  the  central  issue  of  that  campaign  and  his  success. 
So  I  think  there  is  an  enormous  readiness  in  the  country  and  un- 
derstanding that  we  have  to  do  something  about  this. 

I  think  there  has  been  a  sea  change  among  much  of  industry,  not 
all  of  industry,  but  I  would  point  to  our  own  experience.  It  is  not 
many  years  ago  that,  when  the  idea  of  a  national  health  care  plan 
would  be  broached  between  ourselves  and  the  steel  companies,  we'd 
be  laughed  out  of  the  room.  And  in  fact,  one  of  the  company's 
spokespersons  involved  himself  in  quite  an  ideological  tirade 
against  America  ever  doing  this.  Now,  we  have  a  joint  task  force 
that  has  agreed  on  a  plan — it  may  not  be  the  best  plan  in  the 
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world,  but  obviously  it  clearly  supports  including  everybody  and 
having  a  national  plan  and  all  the  rest  of  it. 

So  I  think  there  has  been  a  very  significant  change. 
If  I  have  a  particular  frustration  about  the  national  debate  that 
I  think  is  critical,  it  is  that  in  terms  of  costs  and  how  we  are  going 
to  do  this,  it  is  presented  most  of  the  time  that  this  is  a  very  costly 
venture — thinking  about  doing  this  as  single-payor,  or  pay  or  play, 
or  by  whatever  means.  But  the  reality  is  that  in  the  long  run,  if 
we  don't  do  this,  the  costs  will  just  destroy  us. 

The  Chairman.  Three  hundred  billion  dollars  more  if  we  do  noth- 
ing in  the  next  3  years.  If  we  don't  do  anything,  it's  the  most  costly 
choice  we  could  make. 

Mr.  Williams.  Exactly.  And  I  think,  Senator,  you  can't  say  that 
too  often,  and  all  of  us  can't  say  that  too  often,  because  I  do  think 
that  point  is  missed  frequently  in  the  public  debate,  and  I  think 
we  need  to  get  an  emphasis  that  this  is  absolutely  crucial  for  the 
future  of  the  global  economy,  the  future  of  competitiveness,  the  fu- 
ture for  the  American  people,  the  future  for  our  work  force,  the  fu- 
ture for  the  37  million  without  coverage,  by  whatever  measure  you 
look  at  it.  It  is  critically  important  we  do  it,  and  if  we  stay  on  the 
same  course  we  are  on,  it  is  going  to  cost  us  billions  more,  as  you 
say,  and  we  are  going  to  cover  fewer  and  fewer  people. 

Mr.  Bywater.  I  would  say  we  have  no  choice.  We  have  to  go 
ahead  with  it.  The  alternative,  as  you  said,  would  just  be  worse  if 
we  just  leave  it  alone.  We  have  Social  Security  now.  What  would 
we  do  in  this  so-called  recession — which  I  call  a  depression — that 
we  have  had,  without  all  those  things  that  were  done  under  Presi- 
dent Roosevelt? 

So  really,  this  is  absolutely  essential  to  the  welfare  of  this  coun- 
try, and  therefore  the  AFL-CIO  is  going  to  be  one  of  the  leaders 
in  this  fight  to  see  to  it  that  we  do  get  a  program  that  will  be  for 
the  good  and  welfare  of  all  the  people  of  this  country. 
The  Chairman.  Good. 
Thank  you,  Mr.  Chairman. 
Senator  Metzenbaum.  Thank  you  very  much. 
Senator  Riegle.  Senator  Kennedy,  would  you  yield  for  a  moment 
on  a  personal  point  I  want  to  make? 
The  Chairman.  Surely. 

Senator  Riegle.  Earlier  in  the  morning,  I  know  you  were  else- 
where, but  we  had  a  citizen  panel,  and  I  want  to  bring  to  your  at- 
tention the  gentlemen  over  there  in  the  gray  sportcoat,  Mr. 
Patelski,  who  testified  on  that  panel. 

Mr.  Patelski  spent  28  years  at  McDonnell  Douglas  and  ended  up 
at  one  point  being  in  charge  of  shooting  the  Moon  landing  program, 
the  space  program  that  your  brother  as  President  set  in  motion, 
and  this  particular  individual  rose  within  the  ranks  of  McDonnell 
Douglas  to  such  an  important  position  of  responsibility  that  he  was 
the  guy  in  charge  of  overseeing  every,  single  one  of  the  moon  shots, 
getting  the  astronauts  there  through  those  dangerous  maneuvers 
and  bringing  them  back  safely,  and  did  that. 

He  had  polio  when  he  was  18  years  old,  but  it  went  into  a  form 
of  remission,  so  he  was  able  to  function  during  all  those  years  in 
the  space  program,  in  that  very  important  responsibility. 
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What  is  happening  now  is  that  polio  patients  are  finding  that 
later  in  life  the  paralysis  comes  back,  so  now  he  is  in  a  situation 
where  he  has  lost  the  use  of  his  legs  and  is  therefore  in  the  wheel- 
chair, and  there  is  some  threat  of  paralysis  in  more  of  his  body. 
But  he  was  told,  after  having  a  firm  commitment  that  the  company 
would  maintain  his  health  insurance  in  retirement,  ofF  government 
contracts  that  everybody  in  this  country  paid  for  on  behalf  of  those 
kinds  of  national  missions,  that  now,  in  effect,  that  commitment  is 
expendable  and  has  now  been  taken  away. 

So  he  and  his  family  are  now  faced  with  the  prospect  that  de- 
spite that  level  of  service  and  commitment  on  behalf  of  the  countrv 
and  paid  for  by  the  country,  that  now  there  is  no  continuity  or  ful- 
filling of  the  commitment  to  see  to  it  that  he  has  an  opportunity 
to  live  his  life  and  to  have  these  health  needs  met. 

But  it  was  so  striking  in  terms  of  what  we  ask  people  to  do  in 
the  name  of  this  country.  We  spend  hundreds  of  billions  of  dollars 
to  accomplish  those  goals,  and  yet  people  like  this,  who  were  so 
central  to  getting  it  done,  are  now  in  a  sense  sort  of  thrown  to  the 
side  and  just  left  to  cope  on  their  own. 

I  just  wanted  to  point  that  out. 

The  Chairman.  I  thank  you,  and  I  think  the  best  way  we  can 
ever  express  our  thanks  is  to  pass  a  health  care  reform  bill,  and 
we  are  going  to  do  it.  We  appreciate  your  presence  here  today. 

Senator  Metzenbaum.  Thank  you  very  much.  Senator  Kennedy, 
Senator  Riegle. 

Senator  Jeffords. 

Senator  Jeffords.  Thank  you,  Mr.  Chairman. 

First  of  all,  there  are  some  of  us  on  this  committee  who  perhaps 
sometimes  agree  with  you,  and  I  would  sav  that  from  the  testimony 
you  have  given — let  me  again  talk  a  little  bit  about  the  thoughts 
I  had— it  fits  perfectly  wiUi  Mr.  Williams'  and  Mr.  Bieber's  plans. 

This  is  not,  as  you  have  pointed  out,  a  union  issue,  a  company 
issue,  a  retiree  issue.  It  is  a  national  problem.  And  we  can  find  a 
way  to  do  it  responsibly. 

Mr.  Bieber,  you  were  right  on  in  your  delineation  of  what  has  to 
be  done.  We  can't  just  tie  it  to  the  employer/employee  relationship. 
That  won't  solve  the  problems.  We  have  to  go  to  a  broader  base. 
And  if  we  do  that,  we  can  do  it  verv  reasonably,  as  I  pointed  out 
earlier.  The  Republicans  had  a  health  retreat  this  past  weekend, 
and  I  am  convinced  that  if  you  were  to  better  spent  the  $800  or 
$900  billion  we  are  spending  right  now,  you  could  keep  those  costs 
down,  and  you  could  live  within  that  budget,  and  we  could  cap  it 
at  that.  And  if  we  do  that,  then  we  can  get  the  national  deficit 
under  control. 

And  also,  if  we  have  the  kind  of  plans  you  are  talking  about — 
I  am  going  to  send  you  a  copy  of  mine;  it's  called  Medicorps.  What 
it  does  is  it  allows,  basically,  the  States  to  operate  the  Garamendi 
plan,  as  you  mentioned,  or  it  could  be  a  single-pay  or  plan  with  cost 
controls.  It  allows  that  kind  of  flexibility. 

It  would  also  mold  Medicare  in,  and  the  facts  of  the  plan  show 
that  it  would  reduce  the  cost  to  your  Medicare  payments  because 
you  are  spreading  them  all  over  everyone  again.  And  you  can  get 
everything  down  to  6  percent  AGI,  and  that  could  be  funded  by  a 
6  percent  payroll  premium,  and  you  would  end  up  with  companies 
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being  able  to  compete  better  internationally  and  at  the  same  time 
let  everybody  be  covered  with  the  kind  of  coverage  that  we  now 
have  sort  of  as  Federal  employees. 

I  am  excited  about  your  testimony,  and  I  am  excited  about  the 
options  this  Nation  has  if  we  don't  stampede  ourselves  into  doing 
things  too  quickly.  That's  the  only  thing  that  worries  me,  because 
there  are  ways  out  there  that  we  haven't  examined  yet  like  we 
should,  that  can  do  the  job  and  be  fair  and  take  care  of  retiree 
health  and  everyone  else. 

So  I  just  want  to  say  that  I'd  like  you  to  take  a  look  at  our  plan, 
because  I  listened  to  your  testimony,  Mr.  Bieber,  and  in  my  mind, 
you  hit  all  the  goals,  and  also,  it  is  modelled  somewhat  like  the  pay 
or  play,  because  everyone  would  play,  but  at  a  reasonable  cost. 
Please  take  a  look  at  it.  Thanks. 

Senator  Metzenbaum.  Thank  you  very  much.  Senator  Jeffords. 

Mr.  Bieber.  If  I  might  just  say  this.  Senator,  I  appreciate  what 
you  said.  Senator  Jeffords,  and  while  I  alluded  to  single-payor,  I 
want  to  make  it  very  plain  that  we  are  looking  for  the  solution,  and 
we  have  to  address  these  problems  that  I  pointed  out — and  I  don't 
want  to  suggest  it  has  to  be  done  before  the  end  of  the  week,  but 
I  would  suggest  that  this  is  a  problem,  especially  in  the  retiree 
area,  that  we  do  have  to  address  veiy  quickly  because  it  is  sapping 
a  lot  of  money  that  must  be  turned  into  future  product  in  the  auto 
industry,  as  an  example,  and  failure  to  do  that,  you  go  by  the 
boards,  and  you  go  by  the  boards  very  quickly. 

Senator  Jeffords.  Oh,  yes. 

Senator  Metzenbaum.  Mr.  Williams. 

Mr.  Williams.  I  just  wanted  to  add  that  our  proposal  obviously 
was  a  pay  or  play  proposal  that  we  in  the  industry  worked  out.  But 
if  you  folks  up  here  on  the  Hill  pass  a  single-payor,  there  won't  be 
anybody  in  America  happier  than  I — so  go  to  it,  if  you  can. 

Senator  Jeffords.  Well,  my  plan  would  allow  that  option,  and 
I  think  it  would  be  better  to  give  flexibility  out  there  and  not  just 
tie  into  one  plan,  because  if  you  go  to  managed  competition,  it  may 
not  work  in  rural  areas;  single-payor  may.  So  I  don't  want  to  see 
us  tie  our  hands,  and  I  don't  want  to  do  it  too  quickly.  But  you  are 
absolutely  right,  the  retiree  situation  has  to  be  taken  care  of  quick- 
ly. We  can't  hear  more  stories  like  we  have  heard  today. 

Thank  you. 

Senator  Metzenbaum.  Thank  you  very  much,  gentlemen.  Your 
testimony  has  been  extremely  helpful.  I  know  how  busy  your  sched- 
ules are,  and  the  fact  that  you've  found  time  to  be  with  us  indicates 
the  seriousness  of  the  problem,  and  we  are  going  to  try  to  solve  it. 

Thank  you. 

Mr.  WiLLLAMS.  Thank  you  very  much. 

Mr.  Bieber.  Thank  you.  Senator. 

Mr.  Bywater.  Thank  you.  Senator. 

Senator  Metzenbaum.  Our  last  panel  consists  of  Harry 
Conaway,  Washington  Resource  Group,  WilHam  M.  Mercer,  Inc.,  of 
Washington,  DC;  Walter  B.  Maher,  director  of  Federal  relations  at 
Chrysler  Corp.,  on  behalf  of  the  American  Automobile  Manufactur- 
ers Association;  and  Alan  Peres,  manager  of  employee  benefits 
planning  at  Ameritech,  Chicago,  IL,  on  behalf  of  the  Washington 
Business  Group  on  Health. 
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I  am  told  that  one  of  the  witnesses  is  present,  but  I  hope  that 
they  will  all  be  present;  we  certainly  want  to  hear  from  them. 

Mr.  Conaway,  I  think  you  know  the  committee  rules,  the  5- 
minute  time  limit.  We  are  very  pleased  that  you  have  seen  fit  to 
join  us,  and  we  look  forward  to  hearing  your  testimony. 

STATEMENTS  OF  HARRY  J.  CONAWAY,  WASfflNGTON  RE- 
SOURCE GROUP,  WILLIAM  M.  MERCER,  INC.,  WASHINGTON, 
DC;  WALTER  B.  MAHER,  DIRECTOR  OF  FEDERAL  RELATIONS, 
CHRYSLER  CORP.,  WASHINGTON,  DC,  ON  BEHALF  OF  AMER- 
ICAN AUTOMOBILE  MANUFACTURERS  ASSOCIATION;  AND 
ALAN  PERES,  MANAGER,  EMPLOYEE  BENEFITS  PLANNING, 
AMERITECH,  CHICAGO,  IL,  ON  BEHALF  OF  THE  WASHING- 
TON BUSINESS  GROUP  ON  HEALTH 

Mr.  Conaway.  Thank  you,  Mr.  Chairman.  I  thank  you  for  invit- 
ing me  this  morning  to  discuss  retiree  health  benefits. 

As  I  understand  it,  the  subcommittee  has  asked  me  to  present 
the  basic  fact  situation,  the  basic  facts  regarding  employer-provided 
retiree  health  benefits  and  the  impact  of  those  benefits  on  Amer- 
ican businesses. 

Let  me  State  clearly  at  the  outset  that  I  am  not  here  to  represent 
Unisys,  McDonnell  Douglas  or  any  other  employer.  I  am  here  pri- 
marily to  discuss  the  facts  as  they  have  been  presented  in  various 
surveys  and  various  analyses  that  are  available. 

My  written  statement  contains  more  detailed  information.  Dur- 
ing these  5  minutes,  let  me  focus  on  some  of  the  highlights. 

I'd  like  to  begin  with  the  basic  circumstances  or  environrnent 
within  which  employers  are  making  retiree  health  benefit  decisions 
at  the  present  time.  First,  it  seems  to  me  that  an  understanding 
of  the  retiree  health  area  requires  a  sensitivity  to  long-term  demo- 
graphic trends.  Basically,  in  our  country,  the  ratio  of  retirees  to  ac- 
tive workers  is  increasing  rapidly  and  will  continue  to  increase  as 
the  baby  boom  generation  ages,  people  live  longer,  and  workers 
continue  to  retire  earlier. 

A  crucial  effect  of  all  this  is  that  the  burden  of  providing  retirees 
with  health  benefits  on  a  pay-as-you-go  basis  rather  than  on  a 
prefunded  basis  will  become  increasingly  difficult  for  employers 
and  indeed  for  current  active  employees.  That  is  because  when  an 
employer  promises  retiree  health  benefits  on  an  unfunded  basis,  a 
basis  where  the  employer  is  not  currently  setting  aside  money  for 
the  retiree  health  benefits,  in  effect  what  we  have  is  a  significant 
intergenerational  transfer  or  subsidy  from  the  current  active  work- 
ers to  current  retirees,  that  when  those  retiree  benefits  become 
due,  the  current  active  employees  in  effect  have  to  fund  the  retiree 
health  benefits  for  the  then  current  retirees.  So  there  is  a  signifi- 
cant transfer  between  active  workers  and  current  retirees. 

Second,  in  addition  to  the  demographic  trends,  health  care  costs, 
as  we  all  know,  are  continuing  to  increase  rapidly.  They  demand 
not  only  an  increasing  percentage  of  this  country  s  GNP  but  also 
an  increasing  percentage  of  total  wages  provided  to  workers.  In  ef- 
fect, health  benefits  are  replacing  cash  and  other  benefits  to  active 
employees. 

And  since  the  cost  of  health  benefits  is  best  expressed  on  a  per 
capita  basis,  perhaps  on  an  age-weighted  per  capita  basis,  rather 
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than  on  a  percentage  of  pay  basis,  it  is  also  the  case  that  increas- 
ing unfunded  retiree  health  costs  which  is  occurring  can  be  a  sig- 
nificant barrier  to  an  employer's  ability  to  hire  employees  to  create 
new  iobs. 

The  third  circumstances  is  FAS  106.  FAS  106  goes  into  effect 
this  year,  and  it  in  effect  has  forced  employers  to  accelerate  the 
recognition  of  their  retiree  health  liabilities  and  expenses,  and  this 
has  an  effect  on  corporate  profitability,  on  the  value  of  corporate 
equity,  and  on  the  ability  of  a  company  to  borrow  capital  for  new 
investments  and  for  job  creation. 

What  FAS  106  in  effect  does  is  make  a  company's  unfunded  re- 
tiree health  liability  a  major  financial  item  and  forces  the  company 
to  review  the  benefit  from  a  financial  perspective. 

Mr.  Chairman,  in  attempting  to  assess  a  company's  reactions  to 
these  retiree  health  circumstances,  it  seems  to  me  that  one  must 
first  identify  which  companies  provide  retiree  health  benefits  and 
which  companies  do  not.  After  all,  a  company  that  doesn't  provide 
retiree  health  benefits  in  the  first  place  won't  be  reducing  or  elimi- 
nating the  benefits  in  reaction  to  these  circumstances.  We  have  a 
voluntary  system  at  the  current  time  is  the  point  there. 

In  general,  it  is  safe  to  say  that  surveys  indicate  that  larger  and 
more  mature  companies,  companies  with  higher  retiree  to  active 
employee  ratios,  and  companies  with  unionized  employees  are  more 
likely  to  be  providing  retiree  health  benefits  at  present.  Survey 
after  survey  supports  these  points. 

Also,  surveys  indicate  that  there  are  about  10  million  retirees 
now  in  employer-provided  plans;  about  3  to  4  million  of  these  retir- 
ees are  pre-65,  and  the  remaining  are  post65. 

And  these  circumstances  which  lead  companies  to  provide  retiree 
health  benefits  apply  regardless  of  the  industry,  although  it  is  clear 
that  the  profile  that  I  described  fits  certain  industries  such  as  man- 
ufacturing better  than  it  does  others  such  as  wholesale,  retail,  agri- 
cultural or  high-tech  companies. 

Unfortunately,  however,  because  of  the  current  business  environ- 
ment and  the  absence  of  tax-effective  pre-funding  options,  fewer 
than  20  percent  of  the  employers  that  currently  provide  retiree 
health  benefits  have  pre-funded  any  portion  of  the  benefits,  and  the 
percentage  with  fully  funded  benefits  is  much,  much  lower. 

The  basic  point  here  is  that  whether  a  company  then  can  afford 
retiree  health  benefits  turns  not  on  the  economic  viability  of  the 
enterprise  when  the  retirees  were  working,  but  instead  on  the  cur- 
rent economic  situation.  And  that's  the  basic  dilemma;  we  have  the 
intergenerational  transfer  issue. 

Then,  after  you  have  identified  the  companies  that  are  providing 
and  not  providing  retiree  health  benefits,  it  is  necessary  to  assess 
how  the  companies  that  have  provided  retiree  health  benefits  react 
to  the  increasingly  difficult  circumstances  that  I  have  outlined.  And 
not  surprisingly,  just  as  companies  with  higher  retiree/active  ratios 
and  older  employers  are  more  likely  to  have  retiree  health  benefits 
in  the  first  place,  these  are  the  same  companies  that  tend  to  be 
faced  with  current  major  business  challenges  and  that  are  likely  to 
incur  the  greatest  increases  in  retiree  health  costs. 

Of  course,  again,  there  are  variations  among  industries  and  vari- 
ations among  firms  within  industries,  so  you  will  find  companies 
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of  all  sizes  and  with  different  demographic  profiles  in  different  in- 
dustries being  forced  to  make  crucial  decisions  about  whether  to 
continue,  momfy,  or  terminate  their  retiree  health  plans. 

Finally,  how  have  companies  reacted  to  the  increasingly  difficult 
circumstances?  Well,  the  surveys  indicate  that  most  companies 
have  decided  not  to  terminate  their  retiree  health  plans  and  in- 
stead are  attempting  to  continue  to  provide  meaningful  benefits,  al- 
beit on  a  reduced  basis.  They  are  reducing  coverage,  increasing 
deductibles,  increasing  retiree  health  premiums,  and  instituting 
cost  saving  measures  such  as  managed  care. 

These  steps  clearly  are  not  painless  to  retirees,  but  the  employer 
in  most  cases  is  happily  able  to  conclude  that  such  cutbacks  are 
sufficient,  given  the  current  financial  and  economic  situation. 

In  addition,  many  companies  are  currently  considering  pre-fund- 
ing  their  liabilities,  but  are  finding  it  difficult  to  do  on  a  tax-fa- 
vored basis.  Over  the  last  several  years,  however,  several  surveys 
do  indicate  that  between  10  and  15  percent  of  the  companies  that 
have  been  providing  retiree  health  plans  have  found  it  necessary 
to  terminate  their  plans.  And  not  surprisingly,  plan  terminations 
have  been  more  common  among  smaller  companies,  those  compa- 
nies for  which  per  capita  health  costs  are  greater  and  which  are 
less  able  to  pay  the  rapidly  increasing  health  costs  than  is  the  case 
among  larger  employers. 

In  more  recent  years,  those  companies  with  the  largest  retiree/ 
active  employee  ratios  and  in  the  most  difficult  business  environ- 
ments are  the  companies  most  likely  to  consider  terminating  their 
unfunded  retiree  health  plans.  For  these  companies,  the  choice  is 
often  a  stark  and  a  tragic  one.  They  have  to  choose  between  cur- 
rent jobs  and  improved  competitive  viability  or  retiree  health  bene- 
fits— again,  the  intergenerational  transfer  issue  that  I  mentioned. 

Unfortunately,  if  the  benefits  had  been  pre-funded  like  pensions 
are  funded,  the  choice  and  the  decisions  would  have  been  very  dif- 
ferent. 

I  realize  that  there  is  much  controversy  about  the  right  of  em- 
ployers to  reduce  or  terminate  their  retiree  health  plans.  Without 
getting  into  the  details,  however,  let  me  say  that  my  analysis  of 
current  law  is  that  employer-provided  retiree  health  plans  are  cov- 
ered by  ERISA,  but  unlike  pensions,  they  are  not  subject  to  ac- 
crual, vesting  and  funding  requirements.  Thus,  under  current  law, 
employers  are  able  to  modify  or  terminate  their  retiree  health 
plans  for  future  years  unless  they  have  negotiated  otherwise  in  a 
collective  bargaining  agreement  or  have  otnerwise  promised  life- 
time benefits  to  their  employees.  These  are  proper  issues  for  judi- 
cial resolution  under  ERISA,  and  as  you  know,  there  are  many 
cases  pending  at  the  present. 

The  existing  statute  should  provide  a  structure  within  which  the 
issues  that  have  been  discussed  earlier  can  be  resolved  as  to 
whether  the  companies  did  in  fact  promise  lifetime  benefits  or  not. 

In  conclusion,  let  me  simply  say,  Mr.  Chairman,  that  there  are 
three  major  payors  of  retiree  nealth  benefits — employers  and,  indi- 
rectly, consumers  and  active  employees;  the  employees  themselves, 
active  or  retiree;  and  the  Federal  Government.  Taxpayers  pay  for 
tax-favored  treatment,  and  Medicare  payors  pay  for  Medicare.  As 
a  result,  it  seems  to  me  that  effective  solutions  to  the  personal 
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tragedies  in  the  retiree  health  area  should  deal  with  all  of  these 
parties  on  a  comprehensive  basis. 

Incremental  or  piecemeal  action  to  address  the  heartbreaking  sit- 
uations we've  heard  about  this  morning  seem  to  me  to  run  the  risk 
of  only  trading  one  problem  for  another.  It  is  a  complex  situation, 
and  as  you  have  discussed  previously,  it  seems  to  me,  at  least,  that 
health  reform  is  perhaps  the  proper  context  in  which  to  address 
these  issues. 

Thank  you  very  much,  Mr.  Chairman.  I'll  be  happy  to  answer 

any  questions. 

[The  prepared  statement  of  Mr.  Conaway  follows:] 

Prepared  Statement  of  Harry  J.  Conaway 

Good  morning,  Mr.  Chairman.  Thank  you  very  much  for  inviting  me  to  appear 
before  the  subcommittee  to  discuss  the  impact  of  retiree  health  benefits  on  workers 
and  businesses.  I  am  an  attorney  and  the  head  of  the  Washington  Resource  Group 
of  William  M.  Mercer,  Inc.,  an  international  employee  benefits  consulting  conipany 
that,  among  many  other  activities,  assists  American  businesses,  unions,  Taft-Hart- 
ley plans,  and  other  entities  on  retiree  health  benefits.  Mr.  Chairman,  my  comments 
today  are  my  own,  and  do  not  represent  the  views  of  William  M.  Mercer,  Inc.  or 
of  any  other  organization.  ,     ,      ■    e 

As  I  understand  it,  the  subcommittee  would  like  me  to  present  the  basic  facts  re- 
garding retiree  health  benefits  provided  by  American  business.  Therefore,  the  fol- 
lowing highlights  many  of  the  fundamental  factual  points  regarding  employer-pro- 
vided retiree  health  benefits  that  I  have  been  able  to  pull  together  in  the  last  two 
days  or  so  (based  in  part  on  the  reports  and  surveys  listed  at  the  end  of  this  state- 
ment): .  .,,     . 

1.  Demographic  trends.— The  ratio  of  retirees  to  active  employees  is  rapidly  in- 
creasing. Since  older  individuals  tend  to  use  more  health  benefits  than  others  in  the 
economy,  this  has  significant  implications  for  the  fmancing  and  delivery  of  health 
benefits  (including  both  employer  provided  benefits  and  Federal  Government  pro- 
vided benefits).  Also,  these  demographic  trends  highlight  the  intergenerational  sub- 
sidy issues  inherent  in  retiree  health  financing  where  there  has  not  been  prefunding 
of  the  liabilities. 

The  baby  boom  generation  is  aging.  In  1900,  only  4  percent  of  the  population 
was  over  age  65;  in  1980,  11  percent  of  the  population  was  over  age  65;  this 
percentage  is  expected  to  rise  to  24  percent  in  2050. 

Employees  are  living  longer  and  longer. 

Employees  are  retiring  earlier.  From  1948  to  1988,  the  labor  force  participa- 
tion rate  for  males  aged  55  to  64  fell  from  about  90  percent  to  about  67  percent. 
Of  course,  this  trend  has  accelerated  during  recent  period  of  business  contrac- 
tion and  restructuring.  Pre-Medicare  retiree  health  coverage  can  be  four  to  five 
times  more  expensive  for  companies  than  health  coverage  for  active  employees 
and  post-Medicare,  retiree  health  coverage. 

2.  Rapidly  increasing  health  costs. — Health  care  costs  for  active  and  retired  em- 
ployees in  all  industries  have  risen  rapidly  over  the  last  10  to  15  years: 

Health  care  costs  are  about  14  percent  of  GNP,  and  are  projected  to  continue 
rising.  Up  from  9  percent  in  1980. 

As  a  percentage  of  total  employee  wages  and  salaries,  employer  health  care 
costs  increased  from  about  percent  of  total  compensation  in  1970,  to  about  4.5 
percent  in  1980,  and  to  about  over  6  percent  in  1990  (some  put  the  figure  at 
over  8  percent).  Over  the  same  period,  real  wages  have  decUned  slightly  and 
thus  the  growth  in  health  costs  really  represents  a  substitution  of  health  bene- 
fits for  cash. 

Employer  health  pl^  costs  have  increased  from  an  average  of  about  $1,600 
to  over  $3,500  per  employee  between  1984  and  1991,  over  a  100  percent  in- 
crease. 

During  the  last  5  years,  total  health  costs  have  risen  at  over  twice  the  rate 
of  inflation. 

Federal  Government  has  confronted  its  own  accelerating  health  costs,  in  part, 
by  limiting  physician  reimbursements  under  Medicare.  This  has  in  turn  in- 
creased the  health  care  costs  ultimately  borne  by  employers  and  individual  em- 
ployees. 
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Estimates  of  the  present  value  of  the  total  accrued  liability  among  private 
and  public  employers  for  retiree  health  benefits  range  from  $350  to  $450  bUlion. 

The  health  market  has  become  increasingly  segmented,  with  more  self-insur- 
ance and  less  community  rating.  As  a  result,  there  is  a  greater  variation  in  the 
health  costs  among  firms.  Average  figures  can  be  misleamng. 

Among  the  health  plans  most  vulnerable  to  rising  costs  are  those  that  cover 
older  workers  and  retirees.  For  example,  for  a  male,  the  age  65  cost  of  health 
coverage  is  about  5  times  greater  than  the  age  24  cost.  For  a  female,  the  age 
65  cost  is  closer  to  3.5  times  the  age  24  cost. 

Age  distributions  of  active  employees:  About  80  percent  of  wholesale/retail 
trade  firms  have  average  work  force  age  of  less  than  40,  while  only  50  percent 
of  manufacturing  firms  have  average  age  less  than  age  40. 

Firms  that  offer  retiree  health  coverage  have  higher  total  health  costs.  For 
example,  one  survey  of  medium  to  large  employers  found  that,  on  average,  re- 
tiree health  benefits  represented  about  14  percent  of  total  firm  health  costs.  In 
the  communications  and  utilities  industries,  firm  retiree  health  costs  represent 
over  20  percent  of  annual  health  costs.  In  manufacturing,  they  represent  about 
15  percent.  By  contrast,  in  the  health  services  and  technical/professional  service 
firms,  retirees  account  for  only  about  6  percent  of  total  health  costs. 

The  cost  per  covered  employee  for  active  employee  and  retiree  health  coverage 
is  hi^er  for  certain  industries.  Hi^  coverage  and  high  cost  industries  include 
utilities,  manufacturing,  communications,  mining/construction,  and  energy/pe- 
troleum (up  to  $4,500  per  employee).  Low  cost  industries  include  wholesale/re- 
tail, technical/professional,  health  services,  and  financial  services  (down  to 
$2,000  per  employee). 

It  is  important  to  remember  that  while  the  cost  of  pensions  and  many  other 
employer-provided  benefits  is  properly  expressed  as  a  percentage  of  pay,  the 
cost  of  health  benefits  (including  retiree  health  benefits)  is  not  dependent  on  an 
employees'  pay.  Thus,  as  a  flat  dollar,  per  capita  cost,  health  benefits  impose 
a  meaningfiil  barrier  to  job  expansion. 

3.  FAS  106. — By  forcing  employers  to  explicitly  recognize  their  retiree  health  li- 
abilities and  expenses  on  their  financial  statements  on  an  accrual  (rather  than  a 
pay-as-you-go)  basis,  FAS  106  has  made  retiree  health  liabilities  a  more  important 
factor  in  the  financial  dealings  and  capabilities  of  companies: 

Studies  indicate  that  a  major  factor  in  determining  the  impact  of  FAS  106 
on  financial  statements  is  the  ratio  of  retirees  to  active  employees. 

In  general,  first  year  accrual  expense  for  a  company  is  three  to  ei^t  times 
higher  than  the  pay-as-you-go  expense.  In  some  cases  where  there  is  a  very 
high  retiree-to-active  employee  ratio,  the  increase  can  be  10  to  15  times  higher. 

By  accelerating  recognition  of  liabilities  and  expenses,  FAS  106  will  reduce 
corporate  earnings. 

Banks  and  other  financial  institutions  that  lend  money  to  companies  are  in- 
creasingly concerned  about  retiree  health  liabilities.  In  some  situations,  banks 
have  insisted  on  company  reductions  in  retiree  health  liabilities  as  a  pre- 
condition to  additional  credit.  FAS  106  thus  worsens  the  credit  crunch  for  some 
companies. 

FAS  106  increases  pressure  on  companies  to  redesign  plans  to  control  costs 
and  to  prefund  liabilities. 

4.  Current  employer-provided  retiree  health  benefits. 

Currently,  retiree  health  benefits  are  provided  throu^  a  combination  of  bene- 
fits from  the  Federal  (jovemment  (Medicare),  employers,  and  individual  retir- 
ees. 

HCFA  estimated  in  1990  that  employers  financed  about  30  percent  of  all  per- 
sonal health  care  costs,  households  financed  about  36  percent,  and  government 
programs  paid  for  34  percent. 

About  one-third  of  individuals  age  65  and  older  have  employer-provided  re- 
tiree health  coverage. 

More  larger  companies  provide  retiree  health  benefits  than  do  smaller  compa- 
nies. Surveys  indicate  that  about  65  percent  of  the  companies  with  1,000  or 
more  employees  provide  retiree  health  coverage,  about  45  percent  of  the  compa- 
nies with  500  and  more  employees  provide  retiree  health  coverage,  about  20 
percent  of  the  companies  with  between  100  and  500  employees  provide  retiree 
health  coverage,  about  10  percent  with  between  25  and  100  employees  provide 
retiree  health  coverage,  and  only  about  2  percent  of  the  companies  with  fewer 
than  25  employees  provide  retiree  health  coverage. 


55 

Smaller  firms  often  face  per  capita  health  care  costs  that  are  as  high  as  40 
percent  more  than  the  costs  faced  by  larger  firms:  higher  administrative  costs, 
inability  to  spread  risk  over  large  number  of  insured  individuals,  and  sales  com- 
missions. Also,  small  firms  lack  market  power  to  negotiate  preferred  rates. 

Data  by  industry  group  indicates  higner  levels  of  retiree  health  coverage  in 
the  manufacturing,  communications,  utilities,  and  transportation  industries, 
and  lower  levels  of  coverage  in  wholesale/retail,  agriculture,  and  construction. 

Unionized  companies  are  more  likely  to  provide  retiree  health  benefits  than 
are  nonunionized  companies. 

About  20  percent  of  the  current  retiree  health  plans  are  entirely  employee 
paid,  29  percent  are  entirely  employer  paid,  and  52  percent  are  both  employer 
and  employee  paid.  Of  the  plans  that  require  retiree  contributions,  over  50  per- 
cent require  $100  or  less  per  month. 

Most  retiree  health  plans  have  age  and  service  eli^bility  conditions.  Age  55 
and  10  years  of  service  are  the  most  common  conditions.  Most  companies  use 
the  same  eligibility  conditions  for  retiree  health  benefits  that  they  use  for  early 
retirement  benefits  under  the  company  pension  plans. 

Most  companies  currently  finance  their  retiree  health  liabilities  on  a  pay-as- 
you-go  basis.  Fewer  than  20  percent  of  the  companies  prefund  their  liabilities. 

5.  Changes  in  employer-provided  retiree  health  benefits. — In  li^t  of  rapidly  in- 
creasing health  costs,  looming  demographic  trends,  and  FAS  106,  more  companies 
are  reviewing  their  retiree  health  plans.  Businesses  cannot  readily  change  their 
size,  location,  or  employee  demographics  in  order  to  change  their  retiree  health 
costs.  Therefore,  most  employers  are  tiying  to  control  health  costs  by  reducing  bene- 
fits, shifting  costs  to  workers,  or  instituting  managed  care  programs.  Only  a  few 
companies  have  found  it  necessary  to  stop  providing  retiree  health  benefits. 

Over  50  percent  of  companies  have  increased  or  are  considering  increasing  re- 
tiree contrioutions  to  coverage. 

About  one-third  have  increased  or  are  considering  increasing  age/service  eligi- 
bility requirements  for  retiree  health  coverage. 

About  one-half  have  reduced  or  are  considering  reducing  retiree  health  cov- 
erage, such  as  by  increasing  deductibles,  copayment  requirements,  or  out-of- 
pocket  limits  or  by  altering  the  method  of  Medicare  integration. 

Company  actions  to  limit  rising  retiree  health  costs  nave  been  occurring  for 
several  years,  beginning  before  FAS  106.  For  example,  GAO  found  that,  during 
1984-89,  nearly  all  oi  the  29  Chicago-area  employers  surveyed  had  made 
changes  requiring  their  retirees  to  pay  greater  portions  of  retiree  health  costs, 
and  over  two-thirds  of  these  companies  had  made  a  second  round  of  changes 
during  the  period. 

More  large  companies  than  small  companies  made  plan  redesign  changes  in- 
tended to  limit  retiree  health  costs. 

Fewer  than  15  percent  of  the  companies  have  terminated  or  are  considering 
terminating  either  their  retiree  health  plans  or  their  employer  contributions  to 
such  plans.  More  small  companies  than  large  companies  have  terminated  or  are 
consiaering  terminating'  retiree  health  plans. 

About  13  percent  of  the  small  employers  dropped  active  employee  health  cov- 
erage between  1989  and  1992,  and  30  percent  are  considering  dropping  it  in  the 
near  future.  Expect  hi^er  figures  for  retiree  health  benefits. 

Employer  retiree  health  plans  are  covered  by  ERISA.  Unlike  pensions,  ERISA 
does  not  mandate  that  employers  provide  for  the  accrual,  vesting,  and  funding 
of  their  retiree  health  liabilities.  Thus,  the  law  clearly  provides  that,  in  general, 
employers  may  reserve  the  right  to  modify  or  terminate  their  retiree  health 
plans.  Of  course,  the  ability  to  modify  or  terminate  plans  may  be  altered  under 
the  terms  of  a  collective  bargaining  agreement  or  by  the  unilateral  action  of  the 
employer.  Also,  Federal  law  limits  an  employer's  ability  to  terminate  retiree 
health  benefits  in  bankruptcy.  Whether  companies  that  have  reduced  or  termi- 
nated employer-provided  retiree  health  plans  have  violated  a  legal  commitment 
will  be  determined  by  the  courts. 

In  addition  to  plan  redesign  changes,  some  companies  are  exploring  options 
for  prefiinding  their  retiree  health  liabilities.  Only  about  20  percent  of  the  com- 
panies are  currently  prefiinding;  the  rest  are  pajdng  for  retiree  health  benefits 
on  a  pay-as-you-go  basis.  Utilities,  government  contractors,  and  financial  insti- 
tutions have  been  most  interested  in  prefiinding  retiree  health  liabilities.  In  my 
experience,  unions  have  not  made  prefunding  retiree  health  a  high  priority. 

Unlike  qualified  retirement  plans,  the  Internal  Revenue  Code  generally  does 
not  provide  favorable  tax  treatment  for  retiree  health  prefiinding.  The  primary 
exception  is  for  retiree  health  benefits  provided  and  fiinded  pursuant  to  a  collec- 
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tive  bargaining  agreement.  The  absence  of  tax  favored  preftinding  options  has 
dampened  employer  interest  in  preftinding  these  liabilities. 

The  significant  costs  associated  with  retiree  health  plans,  coupled  with  projec- 
tions of  accelerating  future  costs  and  with  current  business  retdities,  have 
dampened  employer  interest  in  preftinding  their  retiree  health  liabilities. 

Fear  of  "maintenance  of  effort"  requirements  growing  out  of  health  reform  for 
employers  that  have  prefunded  their  retiree  health  benefits  has  dampened  in- 
terest in  preftinding  retiree  health  liabilities. 

Because  retiree  health  liabilities  for  existing  retirees  have  not  been 
preftinded,  current  active  employees  (and  businesses)  are  confronted  with  pro- 
viding a  substantial  intergenerational  subsidy  to  current  retirees.  This  makes 
it  more  diflicult  for  employers  to  begin  prefunding  retiree  health  benefits  for 
current  active  employees  as  well. 

6.  Concluding  points. 

The  United  States  has  a  major  health  care  problem.  Too  many  of  its  citizens 
are  without  health  coverage,  and  too  many  citizens  are  afraid  of  closing  their 
jobs  and/or  their  health  benefits.  There  are  many  personal  tragedies. 

As  you  know,  in  the  current  American  health  care  system,  there  is  an  ongoing 
tension  with  respect  to  the  payment  of  medical  costs  among  individuals  (work- 
ers), employers  (workers  and  consumers),  and  the  Federal  and  State  (Jovem- 
ments  (taxpayers). 

Employers  that  are  struggling  to  maintain  profitability,  competitiveness,  and 
jobs  should  not  be  targeted  as  responsible  for  the  current  situation.  A  companj^s 
decision  to  offer  retiree  health  coverage  is  strongly  influenced  by  the  company's 
financial  condition  and  its  competitive  environment. 

It  is  very  difficult  environment  for  businesses  attempting  to  provide  retiree 
health  benefits:  economic  slowdown,  increasing  competition,  public  policy  uncer- 
tainty, difficulty  of  getting  tax-favored  prefunding,  etc.  Also,  retiree  health  ben- 
efits, like  all  health  benefits,  are  expensive  and  getting  more  expensive  at  this 
difficult  time. 

The  decision  to  continue,  reduce,  or  terminate  retiree  health  benefits  is  part 
of  a  series  of  business  and  personal  tradeoffs  that  employers  must  make,  par- 
ticularly in  light  of  the  current  business  environment  and  the  intergenerational 
subsidy  inherent  in  pay-as-you-go  retiree  health.  For  some  companies,  the  deci- 
sion reduces  to  a  tragic  choice  oetween  current  jobs  for  active  employees  and 
health  benefits  for  current  retirees. 

Just  as  employers  shouldn't  be  singled  out  for  blame,  neither  should  any  of 
the  other  major  groups  in  the  health  care  sector — emploj^ers,  unions,  individ- 
uals. Federal  and  State  Governments,  insurance  companies,  drug  companies, 
doctors,  and  hospitals.  All  groups  need  to  work  together  to  strengthen  the 
American  economy,  produce  more  jobs,  enhance  worker  productivity,  and  assure 
that  all  American  citizens  have  health  coverage. 

In  developing  solutions,  retiree  health  benefits  should  not  be  viewed  sepa- 
rately from  other  employer-provided  retirement  benefits,  such  as  pensions.  An 
approach  that  integrates  all  retirement  benefits  should  be  taken  to  the  retiree 
health  situation.  For  example,  qualified  retirement  plans  could  sensibly  and 
easily  be  made  the  tax-favored  prefunding  vehicles  for  not  only  pension  benefits, 
but  also  retiree  health  coverage.  And  this  can  be  done  without  sacrificing  the 
security  of  American  pension  benefits. 

In  closing,  a  note  of  caution:  By  failing  to  address  the  underlying  retiree 
health  benefit  issues  comprehensively,  incremental  and  ad  hoc  attempts  to  ad- 
dress sympathetic,  even  heartbreaking  personal  situations  run  the  risk  of  only 
transforming  or  redirecting  the  problems  that  have  gave  rise  to  the  tragedies 
in  the  first  place.  Incremental  and  ad  hoc  actions  may  be  able  to  transform  the 
nature  of  the  retiree  health  problem,  to  alter  the  affected  parties  and  individ- 
uals, and  to  reallocate  the  associated  costs,  but  they  will  not  likely  be  successful 
in  producing  a  retiree  health  system  that  is  improved  for  all  parties  and  indi- 
viduals. 
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Senator  Metzenbaum.  Thank  you,  Mr.  Conaway. 

It  is  our  understanding  that  Mr.  Maher  and  Mr.  Peres  are  on 
their  way.  We  had  hoped  that  they  would  be  here  by  11:30.  I  think 
Mr.  Maher  has  been  over  in  the  House  testifying,  but  we  hope  that 
he  can  arrive,  because  our  time  is  beginning  to  run  rather  short. 

Mr.  Conaway,  will  the  number  of  employers  looking  to  get  out  of 
their  health  care  obligations  continue  to  grow,  in  your  opinion? 

Mr.  Conaway.  It  seems  to  me  that  that  depends  largely  on  the 
business  environment,  the  economic  situation.  Most  employers  are 
in  a  position  of  assessing  their  economic  ability  to  continue  to  pro- 
vide retiree  health  benefits  where  those  benefits  where  those  bene- 
fits are  unfunded,  just  like  they  make  many  other  business  deci- 
sions, and  as  financial  and  business  situations  are  tougher  for  the 
companies,  they  are  forced  to  choose,  then,  between  new  invest- 
ments, capital  investments,  new  jobs  versus  spending  their  income 
for  retiree  health  benefits.  And  it  seems  to  me  that  there  will  be 
companies  that  will  choose  to  cut  off  their  retiree  health  benefits 
rather  than  cut  off  the  new  jobs  and  capital  investments.  I  think 
that's  inevitable. 

Senator  Metzenbaum.  When  a  company  makes  a  commitment  to 
its  employees — ^you  heard  these  employees  today  who  voluntarily 
retired  with  the  understanding  that  their  health  benefits  were 
going  to  be  protected.  I  am  having  difficulty  understanding  how  an 
employer  rationalizes  that  kind  of  decision,  or  even  exacerbates  or 
aggravates  the  situation,  when  they  say  we  are  going  to  keep  the 
officers  or  the  executives  of  the  company  on  continued  health  bene- 
fits, but  we  aren't  going  to  do  it  for  the  workers  in  the  company. 

Is  there  something  not  offensive  to  you  when  you  learn  that  com- 
panies— and  I  know  you  are  an  emplover  consultant — ^but  not  all 
companies  are  doing  it.  Has  it  now  become  acceptable  because 
other  companies  are  cutting  off  benefits,  and  now  that  John  and 
Joe  have  done  it,  then  Jane  and  Jim  can  see  fit  to  do  it  as  well? 
Is  that  the  rationale,  and  what  are  you  advising  your  clients? 

Mr.  Conaway.  Well,  let  me  start  at  the  beginning,  as  I  think  you 
were  asking  the  question.  First,  the  issue  of  whether  a  particular 
employer  has  committed  to  provide  retiree  health  benefits  on  a  life- 
time basis  to  employees  and  to  retirees  is  a  legal  issue  that  ERISA 
currently  addresses,  and  it  seems  to  me  that  those  cases  are  dealt 
with  under  ERISA,  and  the  courts  will  decide  whether  in  fact  a 
company  has  made  a  lifetime  commitment  or  whether  the  company 
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has  not  made  a  lifetime  commitment.  So  that  category  of  cases  is 
addressed. 

As  a  public  policy  matter,  though,  it  seems  to  me  that  you,  Con- 
gress, could  enact  legislation  taking  a  different  view,  that  is,  that 
in  effect  the  tradeoffs  that  are  now  possible  that  companies  can 
make  between  retiree  health  benefits  and  other  financial  demands 
have  to  come  out  differently,  that  a  company  cannot  so  easily  trade 
off  retiree  health  benefits  that  are  currently  provided  on  a  pay-as- 
you-go  basis  for  current  jobs  or  new  capital  investment.  And  that 
is  a  decision  that  it  seems  to  me  is  a  public  policy  decision  and  is 
one  that  is  properly  before  this  subcommittee  and  the  Congress. 

As  to  my  own  personal  views  on  the  matter,  I  guess  perhaps  that 
since  I  went  to  law  school,  it  has  squeezed  a  lot  of  the  shall  we  say 
moral  outrage  out  of  me.  It  seems  to  me  that  the  companies  in 
many  cases  are  making  very  hard  and  difficult  decisions  based  on 
current  law  and  their  current  financial  decisions,  and  they  are 
properly  making  those  decisions  under  current  law,  and  it  is  then 
a  public  policy  issue  about  whether  you  want  to  change  that. 

Senator  Metzenbaum.  Mr.  Maher  has  arrived,  and  I  want  to  be 
sure  that  he  has  an  opportunity  to  be  heard,  so  before  we  go  into 
other  questions  with  respect  to  your  testimony,  Mr.  Conaway,  we'll 
hear  from  Mr.  Maher. 

We  have  a  5-minute  rule,  Mr.  Maher.  Please  proceed. 

Mr.  Maher.  Thank  you,  and  we  appreciate  your  forbearance  with 
our  scheduling  problem  in  the  other  chamber. 

I  am  here  on  behalf  of  the  American  Automobile  Manufacturers 
Association,  and  I  am  pleased  that  General  Motors,  Ford  and 
Chrysler  have  a  shared  vision  of  not  only  this  problem,  but  of  what 
it  is  going  to  take  to  reform  this  Nation's  health  care  system. 

Certainly,  expecting  health  care  to  be  available  to  employees  and 
retirees,  and  expecting  business  to  help  finance  our  country's 
health  care  system  are  reasonable  societal  goals.  What  is  not  rea- 
sonable, however,  is  to  expect  to  accomplish  these  goals  in  the  ab- 
sence of  some  coherent  national  health  policy.  We  don't  have  one 
today,  and  we  are  pleased  that  the  administration  is  addressing 
this  issue  and  that  hopefully  we  will  have  substantive  reform. 

But  in  developing  our  strategy,  we  believe  that  it  is  important  to 
focus  on  the  fact  that  our  country's  health  care  policy  has  got  to 
be  consistent  with  our  country's  economic  policy  and  that  both  have 
to  be  consistent  with  our  expectations  regarding  the  American 
standard  of  living. 

For  example,  if  we  expect  that  all  Americans  are  going  to  have 
access  to  health  care  and  that  American  businesses  are  going  to  be 
successful  in  a  global  economy  and  remain  a  source  of  high  value- 
added  jobs,  and  that  Americans'  standard  of  living  is  going  to  in- 
crease, then  we  have  to  understand  that  those  goals  are  all  inter- 
related, that  we  can't  accomplish  any  of  them  unless  we  accomplish 
them  all. 

Now,  from  our  perspective,  and  we  think  from  the  standpoint  of 
the  Nation,  competitiveness  is  a  key  issue.  The  gap  between  what 
we  spend  in  this  country  for  health  care  compared  with  other  na- 
tions is  huge.  Further,  not  only  do  foreign  nations  enioy  the  lower 
health  costs,  but  in  addition  those  costs  are  spread  much  more 
broadly  through  their  economies. 
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This  competitive  disadvantage  does  not  disappear  when  foreign 
firms  locate  in  our  country.  For  example,  in  our  industry,  the  Japa- 
nese transplants  employ  much  younger  workers — 13  years  on  aver- 
age younger — and  have  very  few  retirees.  Given  the  way  we  pav  for 
health  care  in  this  country,  that  translates  into  a  real  cost  acivan- 
tage.  Ironically,  were  we  to  build  factories  in  their  country,  we 
wouldn't  get  a  similar  advantage  because  we  pay  the  same  payroll 
tax  that  local  firms  do  in  those  countries. 

Now,  the  competitive  disadvantage  is  staggering.  You've  got  it  re- 
flected on  a  chart  up  there  on  the  podium,  and  the  fact  is  we  have 
to  build  our  cars  using  U.S.  input  costs  reflected  on  that  chart,  but 
we  have  to  price  our  cars  to  meet  global  competition.  This  means 
our  margins  suffer,  our  profits  suffer,  and  our  ability  to  invest  in 
our  businesses  suffer. 

Now,  our  three  companies  have  been  in  business  for  a  combined 
total  of  almost  250  years,  but  this  is  not  a  problem  solely  for  the 
auto  industry;  it  impacts  any  mature  firm  which  sponsors  health 
benefit  plans  for  employees  and  retirees,  and  which  faces  global 
competition.  It  will  also  impact  any  other  firm  in  this  country  that 
offers  benefits  to  employees  and  retirees  after  they  have  managed 
to  survive  for  several  generations.  And  as  we  structure  a  health 
policy,  we  shouldn't  put  in  place  obstacles  to  the  long-term  prosper- 
ity of  any  business. 

Well,  there  certainly  are  no  easy  solutions  to  this  problem,  but 
we  have  to  confront,  we  believe,  this  sort  of  indisputable  set  of 
facts,  just  as  I  think  everybody  understands  that  older  Americans 
cannot  be  expected  to  continue  to  spend  a  growing  and  growing 
share  of  their  personal  incomes  to  meet  health  needs  and  keep 
their  standard  of  living.  I  think  everybody  understands  that.  Well, 
in  the  business  community,  a  mature  business  with  older  workers, 
generations  of  retirees,  cannot  be  expected  to  spend  a  growing  and 
growing  share  of  its  income  on  meeting  health  needs  and  expect  to 
survive  in  a  global  economy.  We  are  setting  up  a  health  system  for 
the  21st  century;  we  have  to  keep  our  eye  on  21st  century  econom- 
ics, and  that  is  global  economics. 

Thank  you. 

[The  prepared  statement  of  Mr.  Maher  follows:] 

Prepared  Statement  of  Walter  B.  Maker,  on  Behalf  of  the  American 
Automobile  Manufacturers  Assocl\tion 

The  American  Automobile  Manufacturers  Association  (AAMA)  appreciates  the  op- 
portunity to  appear  here  today  and  share  with  you  our  concerns  regarding  the  cost 
of  health  care  in  the  United  States,  and  specifically  regarding  the  cost  of  health  care 
for  retirees. 

There  are  two  principal  reasons  a  business  would  be  asked  to  testify  at  this  hear- 
ing. To  discuss  wny  it  discontinued  or  severely  reduced  health  benefits  for  retirees, 
or  to  discuss  the  competitive  difiiculties  it  is  experiencing  because  it  has  not  taken 
such  action.  In  the  former  case,  the  actions  of  the  business  have  likely  given  rise 
to  another  group  of  witnesses,  offering  testimony  about  the  adverse  consequences 
such  action  has  had  on  their  lives.  In  the  latter  case,  for  the  time  being  at  least, 
the  business  itself  is  the  victim.  In  the  long  run,  however,  a  far  broader  spectrum 
of  victims  is  at  risk,  specifically  all  the  employees  and  retirees  whose  jobs  and  finan- 
cial security  are  jeopardized  by  the  magnitude  of  health  costs  in  our  country,  and 
the  communities  where  they  live  and  woric. 

How  did  we  come  to  this  Hobson's  choice? 

After  all,  expecting  health  care  to  be  available  to  employees  and  retirees,  and  ex- 
pecting business  to  nelp  finance  our  country's  health  care  system,  are  reasonable 
societal  goals.  What  is  not  reasonable,  however,  is  to  expect  to  accomplish  these 
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goals  in  the  absence  of  a  coherent  national  health  policy.  The  United  States  has  no 
such  policy.  We  have  depended  on  a  patchwork  quilt  of  public  and  employer  plans, 
all  struggling  to  meet  the  health  care  needs  of  various  sub-groups  of  our  country's 
population,  including  retirees.  For  example,  over  the  past  50  years,  with  the  encour- 
agement of  government  policies,  businesses  in  the  United  States  have  undertaken 
to  provide  health  care  benefits  for  employees  and  retirees.  AAMA  member  compa- 
nies provide  health  benefits  for  about  650,000  employees,  600,000  retirees,  and 
1,500,000  dependents  of  employees  and  retirees.  Business  support  for  such  programs 
has  enhanced  the  standard  of  living  of  countless  millions  of  American  citizens  for 
generations. 

However,  the  unrelenting  increase  in  U.S.  health  costs  brought  about  by  our 
health  policy  void,  coupled  with  the  realities  of  the  new  global  economy,  has  made 
it  vividly  clear  our  country  can  no  longer  afford  to  finance  health  care  in  the  hap- 
hazard way  it  does  today.  The  sheer  magnitude  of  health  costs  has  literally  ripped 
apart  our  patchwork  quilt.  It  has  caused  aU  of  the  various  players  to  do  their  best 
to  moderate  their  own  health  spending,  often  by  shifting  costs  to  other  players. 
There  has  been  no  focus  on  overall  cost  control.  Many  have  found  the  easiest  way 
to  cut  their  costs  has  been  to  simply  not  offer  health  benefits.  Government,  for  ex- 
ample, has  done  that  by  covering  only  4  in  10  poor  under  Medicaid.  In  addition,  gov- 
ernment has  further  controlled  its  Medicaid  outlays  by  undercompensating  doctors 
and  hospitals.  Employers  are  also  curtailing  benefits,  or  dropping  them  altogether, 
or  not  offering  them  in  the  first  place. 

All  this  cost  shifting  has  added  substantially  to  the  health  cost  burden  of  those 
employers  who  continue  to  provide  health  coverage  for  employees  and  retirees.  Ac- 
cording to  a  recent  study  by  the  National  Association  of  Manufacturers,  fully  28  per- 
cent ofU.S.  manufacturer's  health  costs  were  the  result  of  such  cost  shifting. 

Accordingly,  we  are  clearly  not  lacking  for  victims.  Quite  plainly,  the  rising  cost 
of  health  care,  coupled  with  the  realities  of  a  global  economy,  are  serving  to  seri- 
ously threaten  the  economic  security  of  American  workers  and  retirees,  and  the 
competitive  strength  of  American  employers. 

Today,  we  have  no  strategy  to  assure  all  citizens  have  health  coverage.  We  need 
one.  We  have  no  strategy  to  assure  costs  are  controlled.  We  need  one.  And  we  have 
no  strategy  to  assure  our  health  system  is  financed  in  a  way  to  assure  our  busi- 
nesses can  remain  competitive  in  the  new  global  economy.  We  need  one. 

However,  in  developing  these  strategies,  we  must  recognize  that  our  country's 
health  policy  must  be  consistent  with  our  country's  economic  policy,  and  both  must 
be  consistent  with  our  expectations  for  Americans'  standard  of  living. 

For  example,  if  it  is  our  expectation  that: 

AU  Americans  will  have  access  to  affordable  health  care,  and 
American  business  wUl  be  expected  to  compete  successfully  in  a  global  econ- 
omy and  remain  a  source  of  high  value  jobs  for  American  citizens,  and 
Americans  will  be  able  to  improve  their  standard  of  living, 

We  must  understand  that  all  of  these  goals  are  interrelated.  We  can  accomplish 
none  unless  we  accomplish  them  all. 

We  should  no  longer  focus  on  isolated  issues.  We  must  not  require  business  to 
choose  between  shifting  costs  to  retirees,  shifting  them  to  employees,  or  becoming 
a  gradually  weaker  competitor  and  eventually  failing.  Instead,  we  need  to  focus  on 
(1)  assuring  a  system  is  in  place  which  guarantees  all  Americans  access  to  afford- 
able health  care,  (2)  assuring  a  process  is  in  place  to  control  health  spending,  and 
keep  such  spending  commensurate  with  the  nation's  ability  to  pay  for  it  and  all  of 
our  other  societal  needs,  and  (3)  assuring  the  health  system  is  financed  equitably, 
neither  harming  the  financial  security  of  families  nor  the  economic  viability  of  busi- 
nesses, including  businesses  confronting  global  competition. 

We  cannot  accomplish  these  objectives  without  addressing  the  above  issues  sys- 
temicaUy.  This  will  require  making  fundamental  changes  in  the  way  our  country  fi- 
nances and  delivers  health  care.  Further,  as  F*resident  Clinton  made  clear  during 
the  Economic  Conference  he  held  in  Little  Rock  last  December,  if  we  elect  to  pursue 
reform  by  building  on  the  current  public/private  system,  a  system  which  relies  sig- 
nificantly on  financing  from  employers,  we  risk  jeopardizing  mature  businesses  with 
older  workers  and  many  retirees  unless  we  take  the  steps  necessary  to  avoid  this 
result. 

Some  of  the  problems  confronting  employers  with  older  workers  stem  from  how 
we  pay  for  health  care  in  America.  In  our  country,  the  older  you  are,  the  hi^er 
your  insurance  premium.  This  is  obviously  bad  for  companies  with  older  workers, 
as  it  is  for  older  Americans  not  yet  eligible  for  Medicare.  As  such,  it  is  bad  for  our 
industry. 
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Competitiveness  is  the  key  issue,  both  from  the  standpoint  of  our  industry  and 
the  Nation  as  a  whole.  The  gap  between  what  our  country  spends  for  health  care 
compared  with  other  nations  is  huge.  We  spend  45  percent  more,  per  capita,  than 
the  second  most  expensive  country,  Canada.  More  troubling  to  our  industry  is  the 
fact  that  we  spend  73  percent  more  than  Germany,  and  119  percent  more  than 

Japan.  _ 

ft  is  not  just  the  differences  in  raw  dollars,  however,  which  cause  American  firms 
to  incur  higher  health  costs.  The  problem  is  aggravated  by  the  way  health  care  is 
paid  for  in  these  other  countries.  The  reality  is  that,  not  only  do  foreign  producers 
enjoy  lower  health  costs  because  of  the  lower  absolute  level  of  health  spending  in 
their  countries,  but  in  addition,  health  spending  is  spread  much  more  broadly  in  for- 
eign countries.  For  example,  whether  it  be  Germany,  Japan,  France  or  Italy,  all  em- 
ployers are  required  to  help  finance  health  care  for  employees  throu^  payroll  tax 
systems.  Further,  the  governments  of  many  of  our  major  trading  partners  subsidize 
the  health  care  costs  of  nonworkers,  including  retirees,  to  a  much  greater  extent 
than  we  do  in  our  country. 

The  competitive  disadvantage  does  not  disappear  when  foreign  firms  locate  oper- 
ations in  our  country.  For  example,  in  our  industry  the  Japanese  Transplants  em- 
ploy much  younger  work  forces — 13  vears  younger  m  fact — and  have  very  few  retir- 
ees. Given  the  way  we  pay  for  health  care  in  this  country,  that  translates  into  a 
real  cost  advantage,  an  advantage  in  no  way  associated  with  better  products  or  pro- 
duction techniques.  Ironically,  were  we  to  build  factories  in  their  countries,  we 
would  get  no  similar  advantage.  Why?  Because  we  would  pay  the  same  payroll  tax 
they  do. 

the  competitive  disadvantage  is  staggering.  Based  on  a  study  conducted  by  the 
University  of  Michigan  using  1990  data,  they  found  the  disadvantage  was: 
Over  $500  per  car  versus  the  Japanese 
Over  $600  per  car  versus  the  Transplants 

Competitive  disadvantages  of  this  magnitude  are  clearly  not  sustainable  by  our 
industry.  While  we  must  buUd  our  cars  incurring  U.S.  level  health  care  input  costs, 
we  must  price  our  cars  to  meet  the  prices  of  our  global  competitors  who  are  not  bur- 
dened by  costs  of  this  magnitude.  This  means  our  margins  and  our  profits  and  our 
ability  to  invest  in  our  businesses  aU  suffer. 

Wmle  our  three  companies  have  been  in  business  in  this  country  for  a  combined 
total  of  almost  250  years,  this  is  not  a  problem  solely  for  our  industry,  it  impacts 
any  mature  firm  which  sponsors  health  benefit  plans  for  employees  and  retirees  and 
which  faces  global  competition,  it  will  also  impact  any  firm  offering  such  benefits 
and  facing  global  competition  that  manages  to  survive  for  several  generations.  We 
should  not  permit  our  country's  health  policy  to  create  an  obstacle  to  the  long  term 
prosperity  of  any  business. 

There  are  a  limited  number  of  ways  to  address  the  competitive  problem  facing 
mature  industries  within  a  public/private  reform  strategy  (as  contrasted  with  a 
broader  tax  financed  strategy). 

The  first  overriding  step  in  solving  this  problem  is  to  get  health  care  costs  in  this 
country  under  control  while  providing  health  coverage  lor  all  Americans.  We  must 
bring  U.S.  health  costs  in  line  with  those  of  other  countries  we  must  compete  with 
around  the  globe  and,  as  noted  earlier,  this  can  only  be  accomplished  through  fun- 
damental health  system  reform. 

With  reference  to  mature  workers,  one  alternative  is  to  attack  the  underlying  way 
health  care  is  paid  for.  No  business  required  by  law  to  provide  health  benefits  for 
workers  shoulcl  be  penalized  because  of  the  age  of  its  workers.  Alternatives  that 
might  be  considered  include  adopting  common  health  premiums  (community  rating) 
and  applying  them  to  all  irrespective  of  age,  or  providing  some  mechanism  to  cap 
the  amount  an  employer  must  pay  for  those  benefits  mandated  by  law. 

We  must  also  find  a  way  to  make  health  care  for  retirees  under  age  65  affordable, 
regardless  of  whether  the  premium  is  paid  by  the  retiree,  or  a  former  employer,  or 
shared  by  them.  President  Clinton  made  clear  at  the  Economic  Conference  that 
many  of  the  concerns  of  employers  would  be  addressed  were  our  country  to  adopt 
a  publicly  financed  health  system.  However,  he  also  noted  that,  since  the  program 
he  campaigned  on  was  not  a  publicly  financed  one,  we  must  challenge  ourselves  to 
find  a  solution  consistent  with  a  public/private  reform  model. 

There  are  no  easy  answers,  particularly  given  our  country's  concern  about  reduc- 
ing its  budget  deficit.  However  these  facts  must  be  confronted:  just  as  older  Ameri- 
cans cannot  be  expected  to  spend  a  disproportionate  share  of  their  personal  incomes 
to  meet  their  health  care  needs  and  be  able  to  retain  their  standard  of  living,  a  ma- 
ture business  with  older  workers  and  many  retirees  cannot  be  expected  to  sf)end  a 
disproportionate  share  of  its  income  to  meet  its  health  expenses  and  be  expected  to 


62 

remain  competitive  in  a  global  economy.  Answers  must  be  found,  and  they  must  be 
part  of  and  mUy  consistent  with  our  country's  national  health  system  reform  efforts. 
Initially,  we  must  understand  that  one  alternative  which  would  not  solve  this 
problem  would  be  to  simply  require  all  retirees  to  fully  absorb  all  of  these  costs. 
While  this  may  provide  relief  for  the  business  community,  absent  any  form  of  sub- 
sidy this  could  lead  to  a  large  number  of  retirees  not  being  able  to  afford  health 
coverage,  and  ultimately  become  dependent  on  some  publicly  financed  program. 
Other  alternatives  which  do  warrant  study  include: 

Expanding  public  programs  to  cover  retirees  under  age  65.  For  example,  retir- 
ees not  vet  eligible  for  Medicare  could  be  permitted  to  enroll  in  a  publicly  sub- 
sidized health  plan  by  paying  an  income-related  premium  capped  at  some  des- 
ignated level.  In  one  form  or  other,  other  nations  do  this,  including  Germany 
and  Japan. 

An  aJtemative  way  to  address  the  problem  of  mature  busmesses,  one  which 
avoids  reliance  on  broad  based  tax  financing,  is  to  target  the  remedy  to  those 
industries  impacted  by  foreign  competition  and  which  confront  cost  disadvan- 
tages based  solely  on  differences  in  the  way  health  care  is  financed  in  various 
countries.  The  object  of  the  remedy  should  oe  to  eliminate  that  unearned  com- 
petitive disadvantage  by  spreading  the  industry's  health  costs  evenly  across  all 
the  products  of  the  particular  industry  sold  in  this  country. 

Another  alternative,  of  course,  is  to  study  other  forms  of  financing  our  coun- 
try's health  care  system,  including  models  prevailing  in  other  countries. 

Whatever  steps  are  taken,  they  should  not  serve  to  exacerbate  the  deficit.  Fur- 
ther, revenues  required  to  finance  health  care  reform  should  use  broad-based  mech- 
anisms, ones  which  assure  the  business  community  pays  its  fair  share,  but  do  not 
penalize  American  firms  who  must  compete  with  foreign  firms  and  with  the  subsidi- 
aries of  foreign  firms  located  in  our  country. 

One  alternative  we  should  not  elect  is  to  retain  the  status  quo.  This  will  onlv 
serve  to  weaken  and  ultimately  destroy  U.S.  firms,  thereby  shifting  the  burden  back 
to  retirees  and/or  the  public  sector.  Instead,  we  must  strive  to  achieve  a  solution 
whose  purpose  is  not  to  shield  U.S.  business  of  all  costs,  but  instead  to  permit  them 
to  operate  their  businesses  in  an  environment  which  keeps  them  competitive  in  a 
global  economy.  We  should  not  permit  firms  from  other  countries  to  have  a  market- 

Slace  advantage  based  solely  on  the  fact  they  operate  in  countries  having  national 
ealth  policies  which  both  control  health  costs  and  distribute  them  more  broadly 
throughout  their  economies.  Our  country  must  level  the  plaving  field. 

In  conclusion,  AAMA  member  companies  are  proud  to  help  finance  health  cov- 
erage for  our  employees,  dependents  and  retirees.  Our  cost  of  doing  so,  however,  is 
jeopardizing  our  ability  to  compete,  to  preserve  existing  jobs,  and  create  additional 
jobs.  Forty  percent  (40  percent)  of  our  $6  billion  health  care  bill  in  1992  represented 
retiree  health  costs.  The  restructuring  our  industry  has  undergone,  and  is  stiU  un- 
dergoing, to  become  even  stronger  global  competitors,  is  serving  to  fiirther  aggravate 
both  our  adverse  ratio  of  active  workers  to  retirees,  as  well  as  the  average  age  of 
our  work  force. 

Over  the  years,  in  connection  with  shifts  within  the  economy  which  cause  emptoy- 
ment  dislocations,  government  policy  has  recognized  the  need  to  promote  worker 
mobility  through  eflective  education  and  financial  assistance.  For  example,  this 
problem  is  being  confronted  today  as  our  economy  adjusts  to  being  less  dependent 
on  defense  related  industries. 

However,  there  has  been  no  similar  focus  on  those  shifts  m  the  economy  wfiich 
not  only  produce  wholesale  movement  of  workers  from  one  industry  to  another,  but 
which  also  cause  large  shifts  of  workers  into  retirement. 

It  is  our  hope  that  as  the  President's  Health  Care  Task  Force  develops  its  pro- 
posal for  a  reformed  health  system  to  serve  our  country  in  the  21st  century,  it  will 
focus  specifically  on  the  need  to  assure  all  Americans  have  access  to  affordable 
health  care,  to  assure  health  costs  are  truly  controlled,  and  to  assure  the  health  sys- 
tem is  financed  in  a  way  which  does  not  hinder  the  competitiveness  of  mature 
American  industries  facing  global  competition.  If  mature  American  firms  are  to  be 
expected  to  help  finance  health  care  for  workers  and  retirees,  AND  remain  competi- 
tive in  a  global  economy,  AND  remain  a  source  of  good  paying  jobs  in  this  country, 
we  must  work  together  to  solve  these  very  serious  structural  problems.  The  Amer- 
ican Automobile  Manufacturers  Association  stands  ready  to  support  these  necessary 
reforms  of  the  U.S.  health  care  system. 

Senator  Metzenbaum.  Thank  you  very  much. 
Mr.  Peres,  we  are  happy  to  welcome  you,  sir. 
Mr.  Peres.  Thank  you  very  much. 
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I  think  as  Wally  probably  said  when  he  opened  up  his  remarks, 
we  thank  you  for  allowing  us  to  do  what  we  had  to  do  this  morning 
between  the  two  committees. 

My  name  is  Alan  Peres.  I  am  manager  of  benefits  planning  with 
Ameritech,  a  telecommunications  and  information  services  com- 
pany based  in  Chicago.  Today,  I  am  representing  the  Washington 
Business  Group  on  Health,  a  not-for-profit  membership  organiza- 
tion of  large  employers  that  was  created  20  years  ago  to  address 
a  broad  range  of  nealth  policy  and  human  resources  issues. 

In  the  past  decade,  the  issue  of  retiree  medical  benefits  has  been 
a  major  concern  for  our  member  companies.  In  1985,  WBGH  con- 
ducted a  membership  survey  the  results  of  which  were  shared  at 
a  hearing  of  the  Senate  Finance  Committee  in  September  of  that 
year.  The  testimony  began  with  the  following  statement:  "Health 
benefits  for  retirees  represent  one  of  the  fastest-growing,  though 
relatively  unexamined  costs  of  doing  business  today." 

Well,  8  years  later,  it  has  been  well-examined;  costs  are  still 
growing  rapidly  and  continue  to  be  a  major  cost  concern  to  our 
members.  Average  per  capita  cost  for  Medicare-eligible  retirees  will 
approach  about  $1,500  in  1993,  for  non-Medicare-eligible  retirees, 
those  costs  are  close  to  $4,000.  Several  business  group  member 
companies  pay  as  much  as  $7,000  a  year  in  health  costs  for  pre- 
Medicare-eligible  retirees. 

Mr,  Chairman,  members  of  the  committee,  you  are  all  well  aware 
of  the  problems  that  face  American  industry  in  the  area  of  retiree 
health  care.  Perhaps  overlooked  in  the  current  debate  is  the  fact 
that  most  firms  implemented  their  retiree  health  plans  with  the 
belief  that  they  were  voluntary,  amenable  to  alteration,  or  even  ter- 
mination. Our  1985  survey  noted  that  four  out  of  five  companies 
believe  that  they  retained  the  discretion  to  offer  plan  design. 

Today  we  urge  you  to  consider  the  broad  concerns  facing  compa- 
nies that  provide  medical  benefits  to  retired  employees.  Clearly,  an 
aging  population  and  spiraling  health  care  inflation  have  combined 
to  make  the  costs  of  providing  health  care  to  our  country's  retirees 
a  very  expensive  proposition. 

With  recent  requirements  from  the  Financial  Accounting  Stand- 
ards Board  to  identify  future  liabilities,  many  companies  have  truly 
believed  that  they  have  no  other  recourse  save  to  limit  the  amount 
of  medical  coverage  to  retirees. 

Diverse  plan  changes  have  been  implemented  by  WBGH  mem- 
bers. Some  companies  have  attempted  to  control  current  and  future 
health  care  expenses  by  increasing  years  of  service  eligibility  re- 
quirements, by  switching  to  a  defined  dollar  benefit,  by  financing 
retiree  coverage  through  increased  contributions  and/or  payouts 
from  pension  plans,  by  requiring  higher  copayments  and 
deductibles,  and  by  extending  a  variety  of  managed  care,  wellness 
and  consumer  education  strategies  to  retirees. 

As  with  much  corporate  decisionmaking,  the  issue  of  how  to  de- 
fine and  restructure  retiree  medical  benefits  is  being  conducted  in 
the  context  of  the  total  demands  on  the  firm.  As  health  care  costs 
continue  to  grow,  these  demands  are  increasing  both  in  their  sig- 
nificance and  in  their  opportunity  for  producing  conflict. 

Compensation  and  benefits,  including  healtn  care  coverage,  for 
retirees,  has  and  has  continued  to  be  viewed  in  light  of  the  total 
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demands  on  the  firm.  The  responsibilities  to  retirees  must  be  bal- 
anced with  those  to  employees,  stockholders,  consumers  who  pur- 
chase our  products  or  use  our  services,  and  to  the  general  society. 
At  Ameritech,  as  with  the  majority  of  the  member  companies  of  the 
Washington  Business  Group  on  Health,  we  recognize  our  respon- 
sibility to  our  retirees.  We  feel  their  long  years  of  service  requires 
us  to  be  sensitive  to  their  needs  and  concerns.  But  many  firms  also 
realize  that  their  responsibilities  are  not  open-ended. 

We  can  no  longer  afford  to  offer  a  blank  check  and  neither,  for 
that  matter,  can  the  government.  So  it  is  understandable,  although 
regrettable,  when  we  hear  that  companies  have  felt  the  need  to 
drastically  reduce  coverage  for  their  former  employees. 

But  in  considering  the  problems  that  you  have  heard  today,  we 
urge  you  in  your  defiberations  to  consider  the  following  points.  The 
vast  majority  of  companies  in  this  country  never  had  and  have  no 
intention  of  providing  medical  benefits  for  former  employees.  It  is 
an  expense  suffered  almost  exclusively  by  large  employers.  Only  25 
percent  of  pre-Medicare  eligible  retirees  and  only  16  percent  of 
adults  over  the  age  of  65  receive  health  care  benefits  from  a  pre- 
vious employer.  For  most  retirees,  Medicare  is  the  only  retirement 
health  pro-am  available. 

Companies  that  have  provided  retiree  medical  benefits  in  the 
past  have  been  the  good  guys.  Most  want  to  continue  being  respon- 
sible employers  as  lon^  as  they  can  control  their  costs.  For  those 
companies  that  determine  that  they  can  no  longer  afford  to  provide 
retiree  medical  coverage,  please  remember  that  they  are  joining  the 
ranks  of  the  majority  of  employers  in  this  country. 

At  the  Business  Group,  we  are  well  aware  that  this  hearing  is 
being  conducted  in  the  larger  context  of  the  debate  on  health  care 
system  reform.  We  are  eager  and  determined  to  be  of  assistance  to 
you  and  the  administration  in  crafting  a  responsible  program  to  as- 
sure cost-effective  health  care  to  our  citizens. 

We  strongly  believe  that  efforts  to  address  problems  in  our 
health  care  system  will  not  be  fully  effective  if  the  larger  problems 
are  not  addressed.  Medicare,  we  believe,  must  eventually  be  re- 
structured so  as  to  promote  more  efficient  and  cost-effective  care. 
We  applaud  efforts  to  date  that  have  attempted  to  do  so  and  see 
great  promise,  for  example,  in  the  demonstrations  which  have  en- 
couraged greater  retiree  participation  in  health  maintenance  orga- 
nizations and  other  managed  care  arrangements. 

In  closing,  we  note  that  with  national  attention  focused  on  the 
effort  to  reform  our  health  care  system,  we  are  presented  with  a 
new  opportunity  to  think  through  a  range  of  potential  solutions  to 
the  issues  of  health  care  for  our  countrys  retirees.  We  stand  ready 
and  eager  to  assist  you  in  your  efforts. 

[The  prepared  statement  of  Mr.  Peres  follows:] 

Prepared  Statement  of  Alan  Peres,  Manager,  Benefits  Planning,  Ameritech 
ON  Behalf  of  the  Washington  Business  Group  on  Health 

Good  morning.  My  name  is  Alan  Peres.  I  am  manager  of  Benefits  Planning  with 
Ameritech,  a  telecommunications  and  information  services  company  based  in  Chi- 
cago. Today  I  am  representing  the  Washington  Business  Group  on  Health  (WBGH), 
a  nonprofit  membership  organization  of  large  employers  that  was  created  20  years 
ago  to  address  a  broad  range  of  health  policy  and  human  resources  issues. 

In  the  past  decade,  the  issue  of  retiree  medical  benefits  has  been  a  major  concern 
for  the  companies  of  the  Washington  Business  Group  on  Health.  In  1985,  sensing 


65 

this  initial  concern,  WBGH  conducted  a  membership  survey,  the  results  of  which 
were  shared  at  a  hearing  of  the  Senate  Finance  Committee  in  September  of  that 
year.  The  testimony  that  we  presented  to  you  began  with  the  following  statement: 
•Tlealth  benefits  for  retirees  represent  one  of  the  fastest  growing  though  rel- 
atively unexamined,  costs  of  doing  business  today." 

Eight  years  and  many  surveys  and  research  studies  later,  we  can  safely  say  that 
whereas  retiree  medical  benefits  are  anything  but  unexamined,  they  continue  to  be 
a  major  cost  concern  to  our  members.  Average  per-capita  costs  for  Medicare  eligible 
retirees  will  approach  $1,500  in  1993;  for  early  retirees,  those  costs  are  close  to 
$4,000.  Several  WBGH  member  companies  pay  as  much  as  $7,000  a  year  in  health 
costs  for  pre-Medicare  eligible  retirees. 

Mister  Chairman  and  members  of  the  committees  of  this  joint  hearing,  you  are 
all  aware  of  the  problems  that  face  American  industry  in  the  area  of  retiree  health 
care.  Perhaps  overlooked  in  the  current  debate  is  the  fact  that  most  firms  imple- 
mented their  retiree  health  plans  with  the  belief  that  they  were  voluntary  plans, 
amenable  to  alteration  or  even  termination.  Our  1985  survey  noted  that  four  out 
of  five  companies  believed  that  they  retained  the  discretion  to  alter  plan  design. 
That  belief  was  reinforced  by  the  absence  of  ERISA — like  vesting  and  funding  rules 
and  by  employers'  own  plan  language  which  often  reserved  the  ri^t  to  make  plan 
design  changes.  As  you  know,  the  issue  of  responsibility  for  continuing  coverage 
typically  has  been  one  that  over  the  years  has  played  itself  out  in  the  courts,  with 
decisions  being  handed  down  on  a  case-by-case  basis. 

Although  pressed  by  employers  for  legislative  redress  on  the  pre-funding  issues 
(employers,  as  you  will  recall,  lost  the  ability  to  prefund  retiree  medical  benefits  on 
a  tax  favored  basis  with  the  repeal  of  certain  VEBA  provisions  in  the  Deficit  Reduc- 
tion Act  of  1984),  only  limited  legislative  solutions  to  the  problem  of  financing  re- 
tiree health  care  benefits  have  been  made  into  law.  Legislation,  as  you  know,  has 
focused  on  protecting  retirees  in  the  wake  of  bankruptcies. 

FOCUS  ON  BROAD  CONCERNS 

Today  we  urge  you  to  consider  the  broad  concerns  facing  companies  that  provide 
medical  benefits  to  retired  employees.  Clearly,  an  aging  population  and  spiralling 
health  care  inflation  have  comoined  to  make  the  costs  oi  providing  health  care  to 
our  country's  retirees  a  very  expensive  proposition. 

With  recent  requirements  from  the  Financial  Accounting  Standards  Board  to  iden- 
tify future  liabilities  for  retiree  medical  care,  and  with  double  digit  inflation  in  plan 
costs,  many  companies  have  truly  believed  that  they  have  no  other  recourse  save 
to  limit  the  amount  of  medical  coverage  to  retirees. 

Plan  design  changes  implemented  to  control  health  care  costs  for  retirees  have 
been  as  diverse  as  the  members  of  WBGH  itself.  Some  companies  have  attempted 
to  control  current  and  future  health  care  expenses  by  increasing  years-of-service  eli- 
gibility requirements,  by  switching  to  a  defined  dollar  benefit,  by  financing  retiree 
coverage  through  increased  contributions  and/or  payouts  from  pension  plans,  by  re- 
quiring higher  copayments  and  deductibles  and  by  extending  a  variety  of  managed 
care,  wellness  ana  consumer  education  strategies  to  retirees. 

Some  firms  have  focused  their  cost  management  strategies  on  a  particular  compo- 
nent of  the  work  force — such  as  salaried  employees  or  retirees — or  have  designed 
cost  management  programs  to  affect  future  generations  of  retirees — keeping  in  place 
plan  design  for  current  retirees,  and  making  changes  prospectively. 

As  with  much  corporate  decisionmaking,  the  issue  of  how  to  define  and  restruc- 
ture retiree  medical  benefits  is  one  that  is  being  conducted  in  the  context  of  total 
demands  on  the  firm.  As  health  care  costs  continue  to  grow,  these  demands  are  in- 
creasing both  in  their  significance  and  in  their  opportunity  for  producing  conflict. 
Not  the  least  of  concerns  is  the  corporate  role  in  a  competitive,  global  economy 
where  employers  must  compete  with  industries  whose  health  care  costs  are  sub- 
sidized by  their  governments,  and  with  U.S.  employers  that  do  not  provide  benefits 
to  retirees. 

A  NEED  FOR  BALANCE 

Compensation  and  benefits,  including  health  care  coverage  for  retirees,  has  and 
is  continuing  to  be  viewed  in  the  light  of  total  demands  on  the  firm.  In  this  context, 
responsibilities  to  retirees  must  be  balanced  with  those  to  employees,  to  stockhold- 
ers, to  the  consumers  who  purchase  our  products  or  use  our  services,  to  the  commu- 
nities where  our  operations  are  located,  and  to  the  society  that  we  help  to  support 
through  our  taxes. 
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At  Ameritech,  as  with  the  majority  of  the  member  companies  of  the  Washincton 
Business  Group  on  Health,  we  recognize  a  responsibility  to  our  retirees.  Their  long 
years  of  service,  we  feel,  requires  us  to  be  sensitive  to  their  needs  and  concerns.  But 
many  firms  also  realize  that  their  responsibilities  are  not  open-ended  ones.  For  the 
viability  of  corporate  America,  we  can  no  longer  offer  the  blank  check.  And  for  that 
matter,  neither  can  the  government. 

And  so  it's  understandable — though  regrettable — when  we  hear  of  companies  that 
have  felt  the  need  to  drastically  reduce  coverage  for  former  employees.  The  human 
interest  stories  in  these  cases  are  often  heartbreaking  and  are  always  compelling. 
But  in  considering  the  special  problems  that  you're  hearing  today,  we  urge  you,  in 
your  deliberations  on  these  issues,  to  consider  the  following  points: 

1)  The  vast  majority  of  companies  in  this  country  never  had  and  have  no  in- 
tention of  providmg  medical  benefits  for  former  employees.  This  is  an  expense 
suffered  almost  exclusively  by  large  employers. 

2)  That  only  25  percent  of  pre-medicare  eligible  retirees  and  only  16  percent 
of  adults  over  the  age  of  65  receive  health  care  benefits  from  a  previous  em- 
ployer. For  most  retirees.  Medicare  is  the  only  retirement  health  care  program 
that  is  paid  by  a  third  party. 

3)  Companies  that  have  provided  retiree  medical  benefits  in  the  past  have 
been  the  good  guys".  Most  want  to  continue  being  responsible  employers,  as 
long  as  they  can  control  their  costs.  For  those  companies  that  determine  that 
they  can  no  longer  afford  to  provide  retiree  medical  coverage,  please  remember 
that  they  join  the  ranks  of  the  majority  of  employers  in  this  country. 

At  the  WBGH,  we  are  well  aware  that  this  hearing  is  being  conducted  in  the  larg- 
er context  of  the  debate  on  health  care  system  reform.  As  participants  in  the  dialog 
on  the  fiature  direction  of  health  care  in  the  U.S.  we  are  eager,  and  determined,  to 
be  of  assistance  to  you  and  the  administration  in  crafting  a  responsible  program  to 
assure  cost-effective  health  care  to  our  citizens.  This  will  not  be  easy  and  wiU  re- 
quire compromises  on  the  part  of  all  the  players  who  make  up  the  health  care  tri- 
angle— consumers,  providers,  and  purchasers.  We  also  realize  that,  ultimately,  the 
failure  to  reform  the  health  care  system,  and  to  control  health  care  spending,  will 
have  negative  repercussions  for  all  of  us — for  businesses  and  consumers  alike. 

Just  consider  the  effect  of  varying  health  care  cost  trend  assumptions  on  future 
corporate  liabilities.  Most  companies  in  determining  their  FAS  106  liability  use  an 
average  health  care  inflation  rate  of  about  6  percent — or  slightly  higher.  Should  that 
rate  turn  out  to  be  double  the  estimate — 12  percent — which  is  quite  possible,  given 
the  increasing  health  care  needs  of  seniors,  the  health  care  liability  assumptions 
that  employers  have  made  wUl  triple.  We  cannot  emphasize  enough  the  significance 
of  the  cost  issue,  and  of  the  need  to  get  costs  under  long  range  control. 

We,  therefore,  strongly  believe  that  efforts  to  address  problems  in  our  health  care 
system  wiU  not  be  fully  efiective  if  the  larger  problems  of  our  country's  senior  citi- 
zens are  not  addressed.  Medicare,  we  believe,  must  eventually  be  restructured,  so 
as  to  promote  more  efficient  and  cost-effective  care.  We  applaud  efforts  to  date  that 
have  attempted  to  do  so,  and  see  great  promise  for  example,  in  the  demonstrations 
at  HCFA  wnich  have  encouraged  greater  retiree  participation  in  HMO's  and  other 
managed  care  arrangements.  (VVBGH  is  a  strong  supporter  of  what  we  have  called 
"Organized  Systems  of  Care" — accountable  and  efiicient  health  care  systems  that 
focus  on  delivery  of  medically  appropriate  and  necessary  care.) 

In  closing,  we  note  that  now,  with  national  attention  focused  on  the  efforts  to  re- 
form our  health  care  system,  we  are  presented  with  a  new  opportunity  to  think 
through  a  range  of  potential  solutions  to  the  issues  of  health  care  for  our  country's 
retirees.  We  stand  ready  and  eager  to  assist  you  in  your  eflbrts. 

Senator  Metzenbaum.  Thank  you. 

I'll  take  5  minutes  and  then  give  5  minutes  to  Senator  Jeffords, 
and  then  we  must  conclude  the  hearing. 

Mr.  Peres,  I  note  that  you  State  in  your  statement  that  most  em- 
ployers set  up  their  retiree  health  plans  "with  the  belief  that  they 
were  voluntary  plans."  Employers  call  them  lifetime  benefits  for  a 
reason.  It  as  not  until  the  1980's  that  employers  started  to  get 
nervous  and  put  clauses  in  their  plans  reserving  the  right  to 
change  the  benefit  promised.  And  employers  certainly  have  led 
their  workers  and  retirees  to  believe  that  these  are  lifetime  bene- 
fits. 
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If  you  belief  that  employers  have  no  obligation  to  the  retirees,  is 
the  same  true  with  respect  to  their  obligation  to  the  active  work- 
ers? Now,  I  should  say  to  you  that  the  gentleman  seated  over  to 
your  right,  who  worked  for  McDonnell  Douglas,  had  been  promised 
and  told  that  his  benefits  would  be  lifetime,  and  he  was  prevailed 
upon  to  retire.  Another  gentleman  who  was  here  from  Unisys  was 
told  that  he  should  take  early  retirement,  and  he  would  get  the 
benefits.  And  you  come  before  us,  and  you  say  that  employers  set 
up  their  retiree  health  benefits  with  the  belief  that  they  were  vol- 
untary plans. 

I'm  just  wondering  what  is  the  basis  for  that  statement? 

Mr.  Peres.  Senator,  I  can't  speak  on  behalf  of  the  employers  who 
were  the  former  employers  of  the  people  that  you  had  here  earlier. 
All  I  can  say  is  that  in  the  various  discussions  when  employers  set 
up  their  plans,  they  were  set  up  in  a  voluntarv  manner.  I  think, 
however,  that  from  the  majority  of  companies  tnat  I  am  aware  of, 
when  changes  are  made,  what  we  find  is  that  they  make  them  for 
people  who  are  future  retirees,  not  current  retirees,  so  that  current 
retirees  keep  the  benefits  that  they  have.  But  as  you  said,  in  plan 
documents,  there  is  language  whicn  says  that  the  companies  do  re- 
tain the  right  to  make  changes. 

Senator  Metzenbaum.  In  view  of  your  testimony  being  that  the 
employer's  obligation  is  a  discretionary  one,  doesn't  it  then  make 
sense  that  the  Federal  Government  step  in  and  enact  a  national 
health  insurance  program? 

Mr.  Peres.  I  think  that  we  do  need  health  care  reform,  I  think 
that  what  we  are  talking  about  today  is  a  situation  where  we  have 
certain  companies  that  have  provided  benefits  and  other  companies 
that  have  not  provided  benefits,  and  particularly  as  we  talk  about 
postretirement  medical  benefits.  And  if  what  we  are  looking  for  is 
either  a  situation  where  everybody  is  covered,  whether  that  is  ev- 
erybody is  covered  through  a  postretirement  company  plan  or  a 
government  plan  or  whatever,  I  think  what  we'd  be  looking  for  is 
that  everybody  be  covered  and  that  there  be,  if  you  will,  a  level 
playing  field. 

Now,  I  am  not  saying  we  should  have  national  health  insurance, 
but  I  think  we  all  agree  that  we  do  need  reforms  and  that  the  peo- 
ple who  are  retired  do  need  to  be  included  in  that. 

Senator  Metzenbaum.  Mr.  Maher,  first  let  me  ask  you  how  much 
of  a  hit  Chrysler  will  take  under  the  new  accounting  rules,  and 
then  ask  you  whether  it  really  isn't  a  fact  that  very  few  securities 
are  presently  sold  on  the  marketplace  on  the  basis  of  the  net  worth 
of  the  security.  There  are  more  sold  on  the  basis  of  what  the  earn- 
ings per  share  are.  So  that  if  a  company  such  as  Chrysler — and  I 
don't  know  your  net  worth  or  anything — ^but  if  a  company  such  as 
Chrysler  had  $120  billion  net  worth  and  took  a  $20  billion  hit  as 
General  Motors  did,  and  would  still  have  $100  billion  net  worth, 
the  shareholders  wouldn't  particularly  care,  as  I  see  it,  unless  your 
earnings  per  share  were  going  to  go  down  as  a  consequence.  But 
as  a  matter  of  fact,  they  wouldn't  go  down  at  all  by  reason  of  that 
fact. 

Mr.  Maher.  Well,  Senator,  I  wish  that  were  the  case.  I  think  the 
combined  charge  to  net  worth  that  General  Motors,  Ford  and 
Chrysler  will  take  as  a  result  of  the  new  accounting  rules  in  the 
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aggregate  is  about  $30  billion,  representing  a  good  share  of  the  net 
worth  of  the  domestic  industry. 

However,  this  is  not  iust  some  accounting  magic  where  you  ad- 
just your  net  worth,  and  this  problem  goes  away.  The  cash  implica- 
tions of  that  continue,  and  substantialW.  What  you  see  up  on  this 
chart  represents  out-the-door  cash  to  finance  our  country's  health 
care  system,  and  I  don't  care  if  you  disguise  that  one  way  or  an- 
other with  accounting  rules;  the  fact  is  that  is  cash  that  could  oth- 
erwise be  used  to  enhance  the  well-being  of  employees,  to  invest  in 
jobs,  etc. 

Senator  Metzenbaum.  That's  the  out-of-pocket  expense. 

Mr.  Maher.  Yes. 

Senator  METZE^fBAUM.  That  is  distinguishable  from  the  account- 
ing hit.  How  much  is  the  total  net  worth  of  the  Big  Three  auto- 
mobile companies? 

Mr.  Maher.  I  don't  have  that  number.  Senator,  but  I  do  believe 
it  is  fair  to  say  that  the  cumulative  charge  to  earnings — General 
Motors  was,  as  you  pointed  out,  in  excess  of  $20  billion;  Ford  was 
somewhat  less  than  half  of  that;  Chrysler  will  be  a  little  under  $5 
billion— but  I  think  in  total  it  is  around  $30  billion.  And  I  think 
that  represents — and  I  can  get  you  that  information — but  it  prob- 
ably represents  between  half  and  three-quarters  of  the  net  worth 
of  this  country's  auto  industry  after  250  years  of  existence. 

And  the  accounting  charge  doesn't  make  the  problem  disappear. 
You  still  have  to  support  that  with  cash  payments  for  the  benefits 
delivered.  And  I  certainly  agree  with  your  statement  that  what  we 
need  to  do  in  this  country  is  to  have  substantive  health  system  re- 
form. We  have  to  assure  that  all  citizens  have  access  to  care.  We 
have  to  assure  that  costs  are  firmly  controlled,  and  then  we  have 
to  go  about  a  way  to  see  that  we  make  sure  that  all  segments  of 
the  economy  share  in  that  cost  in  some  coherent  way.  The  way  the 
costs  are  spread  through  the  economy  today,  it  doesn't  make  any 
sense,  and  I  think  that  chart  up  there  portrays  that. 

Senator  Metzenbaum.  I'll  call  upon  Senator  Jeffords.  I  may  have 
to  leave  before  he  concludes  his  inquiir,  but  if  I  do,  I  just  want  to 
say  how  much  I  appreciate  the  three  of  you  being  here  with  us.  We 
look  forward  to  working  with  you,  whether  we  have  differences  or 
are  in  agreement.  We  consider  it  a  privilege  to  try  to  continue 
working  forward  to  do  what  is  right  for  your  retirees  as  well  as  the 
rest  of  the  retirees  of  this  country. 

Senator  Jeffords. 

Senator  Jeffords.  Thank  you,  Mr.  Chairman. 

I  do  think  it  is  important  to  be  able  to  get  a  little  more  in-depth 
on  the  employer's  side,  and  I  certainly  appreciate  the  testimony.  It 
has  been  excellent  testimony. 

First  of  all,  let  me  say,  as  I  said  to  the  earher  panels,  that  I'm 
talking  about  a  different  kind  of  plan  that  I  have,  which  my  em- 
ployers like — hopefully,  that  will  get  you  a  little  bit  more  interested 
in  it— but  basically,  we  are  trying  to  take  a  look,  just  stepping  back 
and  asking  suppose  we  were  to  start  the  health  care  system  all 
over  again;  how  could  we  do  it  and  get  ourselves  out  of  the  very 
serious  problems  we  are  in. 

The  first  thing  we  did  was  we  took  a  look  at  the  total  amount 
of  money  that  is  presently  being  spent  by  the  private  sector,  out- 
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of-pocket,  business -wise,  and  found  that  was  less  than  $300  bilHon, 
but  a  very  substantial  amount  of  money.  Then,  we  asked  what 
would  happen  if  we  decided  to  have  a  premium  on  adjusted  gross 
income;  what  kind  of  figure  would  we  come  up  with? 

And  we  were  amazed  to  find — and  this  came  from  basically  my 
own  knowledge  of  what  you  could  raise  with  a  flat  12  percent  AGI 
tax — that  for  6  percent,  vou  could  cover  all  of  the  money  which  is 
presently  being  paid  by  the  private  sector. 

So  we  said  let's  take  a  look  at  what  businesses  are  now  paying. 
They  are  paying  on  the  average  in  my  State  about  12  percent.  Why 
is  that?  Well,  it  is  because  weVe  had  that  much  cost-shifting.  Those 
that  are  now  paying  are  paying  twice  as  much  as  they  ought  to  pay 
if  everybody  was  paying.  So  that  was  step  one. 

Then  we  said  let's  take  a  look  at — and  we  got  some  good  evidence 
this  past  weekend  in  Annapolis  when  the  Republicans  gathered 
there — and  we  found  that  perhaps  up  to  $200  billion  out  of  the 
$800  billion  is  for  unnecessary  health  care  or  for  problems  of  exces- 
sive administrative  and  advertising  costs  and  all  that. 

So  then  we  said,  well,  maybe  if  we  somehow  capped  that  figure 
that  we  are  spending,  probably,  with  managed  competition  or 
whatever,  we  could  live  within  that  $800  billion  and  cover  every- 
body. 

Now,  people  aren't  lying  in  alleys;  long-term  health  care  is  being 
paid  for  by  somebody.  We  don't  have  people  dying  in  the  streets; 
their  health  care  is  being  paid  by  somebody.  But  most  of  it  is  being 
paid  for  by  either  the  government  or  employers  who  presently  have 
health  insurance. 

So  then  we  said,  well,  let's  allow  the  States  some  flexibility.  Why 
don't  we  turn  health  care  management  back  to  the  States.  They  are 
closer  to  the  problems.  Let's  give  them  the  flexibility  of  different 
kinds  of  plans,  basically  along  the  lines  that  the  unions  testified  to 
earlier.  So  we  said  suppose  we  go  back  to  the  States  or,  if  they 
don't  want  to,  we'll  let  the  Federal  Government  do  it,  but  give  the 
States  a  chance.  They  could  go  to  single-payor  with  cost  controls; 
they  could  go  to  managed  competition;  the  Garamendi  plan  in  Cali- 
fornia would  fit  right  into  it. 

So  I  just  wanted  to  give  you  that  background.  And  now  I'd  like 
to  go  to  Mr.  Maher.  You've  made  an  excellent  point  that  the 
present  health  care  £ind  retiree  policy  and  all  of  it  is  totally  anti- 
thetical to  good  pension  policy,  but  what  it  is  doing  is  driving  peo- 
ple out  of  health  care  and  making  it  impossible  to  probably  fund 
pension  plans;  but  most  importantly,  get  rid  of  your  older  workers. 
And  if  you  get  rid  of  your  older  workers,  what  happens  to  the  pen- 
sion plans?  If  we  have  a  built-in  incentive  for  companies  to  hire  no 
older  workers  because  they  are  too  expensive  health-wise,  that's  a 
terrible  thing.  I  know  Chrysler  right  now  is  struggling  very  hard, 
doing  a  great  job  at  filling  in  its  underfunded  pension  plans.  And 
I  would  expect  with  the  retiree  obligations  for  health  care  on  top 
of  that,  it's  going  to  make  that  much  more  difficult.  Is  that  not  the 
case  with  you? 

Mr.  Maher.  Yes.  Obviously,  all  of  those,  whether  it  is  the  cash 
to  pay  for  health  care,  the  cash  to  fund  a  pension  plan,  you  have 
to  derive  that  from  your  operations.  Our  operations  happen  to  be 
in  global  competition,  and  that  is  the  reason  I  made  the  points,  and 
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it  is  not  just  my  company  but  all  of  the  association's  members, 
General  Motors  and  Ford,  face  the  same  problems.  So  it  makes  no 
sense  to  have  a  health  policy  that  discriminates  against  firms  with 
older  work  forces  and  advantages  firms  with  younger  work  forces. 
What  that  leads  to  is  you  become  a  nation  of  startup  companies, 
and  then  the  startup  companies,  as  you  start  to  mature,  die  on  the 
vine,  and  you  have  new  startup  companies.  That's  great  for  churn- 
ing, but  look  at  Germany.  The  German  health  system  has  been 
there  for  almost  100  years.  Some  of  our  competitors  in  Germany 
survived  World  War  II.  They  don't  have  policies  in  Germany  or 
Japan  that  discriminate  against  a  business  because  it  has  been 
around  for  generations.  And  it  has  exactly  the  ramifications  that 
you've  pointed  out  regarding  your  ability  to  fund  your  pension  plan 
and  a  lot  of  things  that  go  to  the  overall  enhancing  the  standard 
of  living  of  citizens  in  this  country,  including  older  citizens,  and  it 
is  important  for  this  economy  that  older  citizens  have  disposal  in- 
come to  patronize  all  the  businesses  of  this  country.  Our  economy 
will  be  ill-served  if  we  revert  to  some  of  the  policies  that  existed 
before  the  Sixties,  where  you  had  high  poverty  rates  in  the  senior 
community. 
Senator  Jeffords.  Would  anyone  else  like  to  comment  on  that? 

Mr.  Peres. 

Mr.  Peres.  Well,  I  can't  talk  about  from  the  perspective  of  my 
particular  company  in  terms  of  global  competition  because  we  are 
not  in  global  competition.  What  we  do  have  is,  interestingly,  a 
number  of  our  businesses  such  as  the  public  telephones  and  others 
that  are  very  competitive.  And  this  is  really  anecdotal — I  can't  give 
you  particular  numbers — ^but  we  have  a  work  force  that  retires  fair- 
ly early  at  about  age  57  to  58,  and  we  find  that  people  will  leave 
with  benefits  and  go  to  work  for  our  competitors  who  don't  pay  ben- 
efits, or  perhaps  have  much  less  rich  benefits  than  we  have. 

So  in  effect  we  may  actually  be  subsidizing  some  of  our  own  com- 
petition. 

Senator  Jeffords.  I'd  like  to  also  point  out  that  one  of  my  goals 
is  to  try  to  keep  the  percentage  paid  for  health  care  down  to  a  level 
where  we  can  make  room,  not  iust  in  the  big  corporations  but  in 
all  of  them,  to  have  something  leftover  to  have  pension  plans.  We 
only  have  about  50  percent  of  our  employees  covered  right  now 
witn  pension  plans  other  than  Social  Security.  If  we  continue  to 
load  up  the  benefit  plans  with  health  care,  the  problem  we  see  now 
in  health  care  is  going  to  be  much  worse  when  we  look  at  the  older 
population  that  has  no  pension  plans. 

Mr.  Maker.  Senator,  you  made  another  point  that  I'd  like  to  ex- 
press agreement  with  on  behalf  of  all  three  companies,  and  that  is 
that  having  firm  control  over  aggregate  national  health  expendi- 
tures, as  you  gave  an  example  of;  is  fully  consistent  with  having 
managed  competition. 

And  I  would  offer  any  assistance  to  help  you  get  that  message 
across.  There  is  a  point  of  view  that,  oh,  if  you  have  some  fixed  pot 
of  money  that  that  is  somehow  inconsistent  with  competition.  Well, 
that's  just  not  the  case. 

For  example,  putting  my  taxpayer  hat  on  here  for  a  minute,  I 
would  hope  that  those  espousing  managed  competition  want  it  to 
apply  in  the  public  sector  as  well  as  the  private  sector.  Well,  if  it's 
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going  to  apply  in  the  public  sector,  and  public  sector  programs  are 
going  to  be  disciplined  and  run  pursuant  to  the  Federal  budget — 
in  short,  be  budgeted— that  in  and  of  itself  says  that  you  could  de- 
ploy managed  competition  within  the  Medicare  program  today; 
have  a  fixed  amount  of  money  for  aggregate  Medicare  outlays  and 
then  deploy  the  market  forces  that  managed  competition  posits  and 
hopefully  have  the  incentives  to  come  in  under  budget. 

So  it  is  just  a  bogus  argument  that  some  sort  of  budget  discipline 
is  inconsistent  with  managed  competition.  It's  just  not  the  case. 

Senator  Jeffords.  I  agree  100  percent.  We  would  also  merge 
Medicaid  and  Medicare  in  so  that  you  do  get  a  better  spread  mix, 
and  then  you  can  handle  those  things  better.  And  I  would  agree 
that  managed  competition  certainly  ought  to  be  spread  across  the 
board,  providing  you  can  do  it— but  of  course,  you  get  into  some 
problems  in  rural  areas,  where  you  just  don't  have  any  competition 
to  manage,  so  you  have  to  be  careful  about  that. 

Mr.  Maher.  That's  right. 

Senator  Jeffords.  I  also  believe  that  our  plan  would  cap  the 
Federal  budget  because  we  could  then  turn  over  to  the  States  ev- 
erything we  are  paying  for  Medicare  and  Medicaid  right  now,  and 
keep  it  at  current  services  plus  revenue  growth,  and  then  half  of 
our  budget  deficit  problem  goes  away.  So,  wow — if  businesses  are 

foing  to  pay  half  what  they  are  paying  now,  and  we  can  cut  the 
ederal  deficit  in  half,  I  think  it  is  a  plan  that  is  worth  looking  at. 

Anyone  else?  I  want  to  give  the  employers  a  chance  to  say  any- 
thing else  you'd  like  before  we  close. 

Mr.  Peres.  Senator,  if  I  can,  I'd  just  like  to  follow  up  on  the  com- 
ments about  managed  competition  and  budgets.  And  as  \yally 
knows,  as  a  member  of  the  board  of  the  Business  Group,  it  is  an 
issue  that  we  are  struggling  with.  We  have  people,  both  those  who 
believe  it  can  work  together  and  those  who  don't.  But  I  think  it  is 
important  if  we  look  at  some  kind  of  cap  that  it  be  congruent  with 
how  we  deliver  the  care. 

For  example,  if  we  are  talking  about  State-level  caps,  but  serv- 
ices delivered  through  networks,  perhaps  it  is  better  to  look  at 
caps — I  mean,  if  you  are  going  to  look  at  them — to  bring  that  down 
to  the  level  of  an  individual  within  the  health  plan  rather  than  on 
a  political  jurisdiction. 

I  think  the  other  thing  that  I  am  very  aware  of,  having  worked 
in  Canada  for  a  number  of  years  as  a  hospital  administrator,  that 
makes  the  U.S.  very  different  is  that  we  have  a  tremendous 
amount  of  cross-border  shopping,  if  you  will,  for  medical  services. 
A  lot  of  people  go  from  one  State  to  another  State.  And  if  you  are 
going  to  have  budgets  developed  on  a  State  level,  you  get  into  the 
issue  of  stopping  people  from  going  across  borders,  or  what  hap- 
pens when  they  do  go  across  borders,  and  it  isn't  iust  a  metropoli- 
tan issue  such  as  in  the  Washington,  DC  area.  If  you  look  at  the 
western  edge  of  Wisconsin,  there  are  a  lot  of  people  who  go  into 
Minnesota  for  care;  and  in  fact,  if  you  take  a  look  at  what  is  hap- 
pening with  the  Mayo  Clinic,  they  are  setting  up  a  lot  of  alliances, 
if  not  actually  merging  in  practices,  in  the  western  part  of  the 
State  of  Wisconsin. 

So  I  think  that  when  looking  at  that  issue,  vou  need  to  perhaps 
look  a  little  further  than  just  at  a  State  level  of  control. 


72 

Senator  Jeffords.  We  have  looked  at  those  problems,  and  I'll 
send  you  a  copy  of  the  plan.  Living  on  the  border  with  Canada,  I 
am  well  aware,  because  we  have  Canadians  come  over,  and  we  are 
well  aware  of  those  problems. 

Mr.  Conaway. 

Mr.  Conaway.  Senator,  along  the  same  lines,  there  are  many 
companies  active  in  multiple  States  within  the  country,  so  having 
a  system  which  provides  State  flexibility  but  which  results  in  em- 
ployers having  to  conform  with  50  different  sets  of  health  reform 
systems  will  present  difficulties  as  well  for  those  employers. 

Senator  Jeffords.  There  is  a  way  under  our  plan  for  a  self-in- 
sured business  to  be  able  to  participate  by  getting  a  credit  against 
their  payroll  premiums  for  the  amount  they  spend.  So  we  try  to 
take  care  of  that  option,  also. 

Today  is  the  first  day  that  some  of  us  Republicans  will  have  the 
chance  to  see  the  President  alive,  so  as  much  as  I  would  like  to 
continue  here,  I  just  can't  wait  for  that  thrill,  and  I  must  head 
over.  He  is  having  lunch  with  us,  and  I  think  he  arrived  10  minute 
ago,  and  I'm  sure  it  went  on  without  me. 

But  I  appreciate  your  testimony.  It  was  very  helpful,  and  you 
have  raised  some  very  excellent  problems  that  make  it  complicated, 
but  I  think  there  are  ways  that  we  can  solve  them. 

Thank  you  all  very  much. 

Before  we  close,  the  statement  of  Senator  Kennedy  and  Thur- 
mond will  be  made  a  part  of  the  record. 

[The  prepared  statements  of  Senators  Kennedy,  Thurmond  and 
the  American  Iron  and  Steel  Institute  follow:] 

Prepared  Statement  of  Senator  Kennedy 

Few  groups  are  more  at  risk  for  loss  of  health  care  benefits  than 
retirees  not  yet  old  enough  to  qualify  for  Medicare.  These  men  and 
women  and  their  families  need  health  insurance  coverage  des- 
perately. They  are  at  ages  where  the  likelihood  of  high  health  care 
costs  is  substantial  and  their  costs  are  rising  every  year.  They 
often  suffer  from  chronic  health  problems  that  may  make  them  un- 
insurable. 

Even  if  individual  coverage  is  available,  the  price  can  easily  be 
far  out  of  reach  for  someone  on  a  modest  pension. 

Millions  of  retirees  depend  on  coverage  by  their  former  employ- 
ers. Until  the  last  few  years,  the  promise  of  retirement  coverage 
was  usually  a  promise  the  employer  kept.  Companies  told  their 
workers,  "Work  hard  for  us  all  your  life,  and  when  you  retire,  you 
will  have  health  insurance  protection  at  reasonable  cost,  along  with 
your  pension." 

As  too  many  retirees  are  now  learning,  that  promise  is  easily 
broken.  Large  companies  are  terminating  benefits  they  had  prom- 
ised to  thousands  of  current  retirees,  or  refusing  to  provide  cov- 
erage for  future  retirees.  Many  other  companies  that  still  offer  the 
benefits  are  imposing  most  of  the  costs  on  retirees. 

For  most  retirees,  the  only  protection  is  a  lawsuit.  But  success 
hinges  on  the  fine  print  in  brochures  printed  years  or  even  decades 
ago.  Regardless  of  the  legal  liability,  retirees  expected  coverage  in 
good  faith.  No  retired  family  should  find  that  access  to  health  care 
depends  on  the  fine  print. 
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Even  companies  that  protect  retirees  face  a  worsening  dilemma 
and  impossible  trade  offs.  The  cost  of  keeping  the  promise  eats  mto 
the  bottom  line,  reducing  the  ability  to  pay  higher  wages  to  current 
workers,  and  harming  international  competitiveness. 

Comprehensive  health  insurance  reform  must  guarantee  that  re- 
tirees as  well  as  other  Americans  have  affordable  health  insurance. 
I  commend  Senator  Metzenbaum  and  Senator  Riegle  for  convening 
this  hearing  and  look  forward  to  working  with  them  and  with  the 
administration  to  achieve  a  fair  solution. 

Prepared  Statement  of  Senator  Thurmond 

Mr.  Chairman,  It  is  a  pleasure  to  be  here  this  morning  to  hear 
testimony  on  retiree  health  benefits.  I  want  to  join  my  colleagues 
in  welcoming  our  witnesses  here  today. 

Mr.  Chairman,  the  Financial  Accounting  Standards  Board 
(FASB)  is  a  private  organization  that  estabHshes  professional 
standards  for  certified  public  accountants.  It  announced  that  begin- 
ning this  year  projected  retiree  health  care  expenses  must  be  re- 
ported as  a  long  term  corporate  debt.  In  other  words,  employers 
must  subtract  the  future  costs  of  providing  benefits  to  retirees  from 

their  profits.  ,  „      ,  , 

The  result  has  been  the  posting  of  billion  dollar  losses  by  compa- 
nies such  as  General  Motors,  Ford  and  others.  To  control  the  pro- 
jected cost  of  retiree  health  care,  many  companies  are  reducing 
benefits  and/or  asking  retirees  to  pay  higher  deductibles  and  pre- 
miums. If  these  companies  are  not  able  to  control  the  skyrocketing 
cost  of  retiree  health  care,  the  result  may  be  a  bankrupt  company 
and  no  coverage  at  all. 

I  believe  we  must  seek  the  resolution  to  this  problem  in  health 
care  reform.  I  am  concerned  that  if  we  try  to  require  vesting  of  re- 
tiree health  benefits,  we  may  discourage  corporations  from  offering 
retiree  health  care,  or  force  them  into  financial  hardship. 

Mr.  Chairman,  I  would  again  like  to  welcome  our  witnesses.  I 
look  forward  to  reviewing  their  testimony. 

Prepared  Statement  of  Milton  Deaner  on  Behalf  of  the  American  Iron  and 

Steel  Inctitute 

Chairman  Riegle  and  Chairman  Metzenbaum,  I  appreciate  the  opportunitv  to 
present  the  steel  industry's  concerns  regarding  the  urgent  need  to  enact  comprehen- 
sive reform  of  our  health  care  system.  There  is  no  area  that  will  impact  our  future 
economic  growth  more  than  our  policy  on  health  care.  Our  nationls  health  care  sys- 
tem is  the  most  expensive  in  the  world  and  will  cripple  our  ability  to  compete  in 
the  global  market  unless  effective  measures  are  taken. 

American  Iron  and  Steel  Institute  member  companies'  steel-related  operations 
provide  health  care  benefits  to  over  800,000  employees,  retirees,  dependents  and 
surviving  spouses.  The  cost  for  that  coverage  in  1992  exceeded  1.3  billion  dollars. 

Our  member  companies  have  provided  health  insurance  coverage  to  its  workers 
and  their  families  for  over  four  decades.  But  international  competition  and  sky- 
rocketing health  care  costs  are  threatening  their  ability  to  continue  to  provide  that 
same  level  of  coverage  in  the  future.  For  example,  last  year  prescription  drug  costs 
jumped  by  25  percent. 

Since  1981  the  U.S.  steel  industry  has  significantly  improved  its  competitive  posi- 
tion by  doubling  productivity  and  improving  Quality  to  world  class  standards 
through  careful  capital  investments  and  better  deployment  of  workers.  Excluding 
health  care,  employment  costs  have  increased  by  41  percent.  In  stark  contrast, 
health  care  cost  soared  by  232  percent  in  the  same  time  period — despite  the  use  of 
aggressive  managed  care  programs,  increased  deductibles  and  copayments,  and  in- 
centives for  outpatient  treatment. 
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Health  care  cost,  measured  in  dollars  per  hour  worked,  averagea  ?>*.ou  lu  ^wJ2 
or  approximately  15  percent  of  total  employment  cost;  double  the  percentage  in 
1981.  Measured  on  a  doUar-per-ton  basis,  it  averaged  more  than  $23.50  or  5  percent 
of  the  cost  of  a  product  that  today  sells  for  about  the  same  price  that  it  did  10  years 

ago. 

But  these  averages  don't  tell  the  whole  story.  Some  members,  whose  woriters  have 
borne  the  brunt  of  massive  restructuring,  have  health  care  costs  exceeding  $7  per 
hour.  Sixty  percent  of  this  cost  pays  for  retiree  medical  care. 

About  one  third  of  these  retirees  are  below  65  years  of  age  and  therefore  ineligible 
for  Medicare.  Their  health  care  premium  is  more  than  three  times  that  of  a  Medi- 
care-eligible retiree  and  accounts  for  almost  60  percent  of  the  total  retiree  health 

care  cost.  -n  i-    • 

Health  care  cost  is  becoming  an  increasingly  important  factor  that  will  lumt  our 
ability  to  compete  in  the  world  market.  Several  recent  studies  confirm  that,  com- 
pared to  foreign  competition,  the  United  States  has  the  highest  per-capita  health 
care  cost.  In  this  country  the  cost  is  borne  principally  by  their  employers.  Whereas 
in  Canada,  Europe,  and  Japan,  the  cost  of  health  care  is  spread  more  equitably. 

For  example,  on  an  annual  basis,  our  domestic  industry's  bill  totalled  $8,600  per 
active  employee  in  1991.  In  Canada,  the  next  highest  cost  nation,  that  figure  was 
$3,600.  ^  ,  .  ,    , 

Uncontrolled  cost  increases  are  jeopardizing  the  viabUity  of  employer-provided 
health  plans  and  have  some  forced  companies  to  terminate  coverage  for  their  work- 
ers and  retirees  or  to  ask  them  to  increase  their  contribution  to  its  cost.  This  has 
resulted  in  decreased  coverage  and  contributed  to  declining  quality  of  care. 

After  carefully  studying  the  issue,  AISI  adopted  six  recommendations  to  address 
the  three  major  problems — escalating  cost,  decreasing  access,  and  deteriorating 
quality — in  an  integrated  manner. 

First,  an  all  payer  system  should  be  adopted,  where  public  and  private  payers  pay 
doctors  and  hospitals  the  same  rate  for  treating  the  same  medical  condition.  By  es- 
tablishing regionally  negotiated  reimbursement  schedules  for  hospitals  and  physi- 
cians, cost  shifting  from  the  large  public  programs  to  private  employers  will  be  mini- 
mized. 

Second,  national  spending  targets  should  be  established  to  control  ftiture  in- 
creases by  forcing  careful  decision  regarding  the  introduction  and  use  of  technology. 

Third,  quality  measurement  systems  and  medical  practice  protocols  should  be  de- 
veloped to  improve  quality  of  care  and  to  aid  in  the  assessment  of  new  procedures. 
Fourth,  medical  malpractice  reform  should  be  instituted  to  reduce  incentives  for 
frivolous  lawsuits  and  granting  of  grossly  disproportionate  awards  when  reasonable 
and  appropriate  care  was  provided. 

Fifth,  Medicare  must  remain  primary  payer  for  the  elderly  and  should  be  ex- 
panded to  replace  the  less  efficient  Medicaid  program. 

Finally,  tax  incentives  or  penalties  should  be  used  to  motivate  aU  employers  to 
provide  comprehensive  health  benefits  to  employees. 

These  recommendations  are  offered  as  the  basic  elements  for  comprehensive  re- 
form of  our  system.  Effective  cost  control  measures  will  allow  us  to  provide  access 
to  a  more  efficient  quality  health  care  system. 

Chairman  Riegle  and  Chairman  Metzenbaum,  AISI  looks  foi-ward  to  workmg  with 
members  of  Congress  and  the  new  administration  to  enact  urgently  needed  reform. 
From  our  viewpoint  no  proposal  is  acceptable  unless  it  controls  cost,  assures  univer- 
sal access,  improves  quality,  and  spreads  the  economic  burden  of  paying  for  cov- 
erage more  fairly  than  our  current  system. 

Senator  Jeffords.  The  subcommittee  is  now  adjourned. 
[Whereupon,  at  12:40  p.m.,  the  joint  subcommittees  were  ad- 
journed.] 
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